University of Mississippi

eGrove
Industry Developments and Alerts

American Institute of Certified Public Accountants
(AICPA) Historical Collection

2002

CPA eldercare services - 2002; Assurance services
alerts
American Institute of Certified Public Accountants. Assurance Services Team; American Institute of
Certified Public Accountants. ElderCare Services Task Force

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_indev
Part of the Accounting Commons, and the Taxation Commons
Recommended Citation
American Institute of Certified Public Accountants. Assurance Services Team; American Institute of Certified Public Accountants.
ElderCare Services Task Force, "CPA eldercare services - 2002; Assurance services alerts" (2002). Industry Developments and Alerts.
703.
https://egrove.olemiss.edu/aicpa_indev/703

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Industry Developments and Alerts by an authorized administrator of eGrove. For more information,
please contact egrove@olemiss.edu.

ASSURANCE SERVICES ALERTS

CPA ElderCare
Services—2002

Notice to Readers
This Assurance Services Alert is intended to provide practitioners
with an overview o f developments in the emerging practice area
o f ElderCare services. This document has been prepared by the
AICPA staff. It has not been approved, disapproved, or otherwise
acted on by any senior technical committee o f the AICPA.
Julie Gould, CPA
Technical Manager
Accounting and Auditing Publications
We are grateful to John Kenny, Aon Insurance; Ann Elizabeth
Sammon o f the Member Innovation Team; Robert Durak,
Accounting and Auditing Publications; as well as to George G.
Jones and Mark A. Luscombe o f C C H Inc., for their contribu
tions to this document.

Copyright © 2002 by
American Institute o f Certified Public Accountants, Inc.
New York, N Y 10036-8775
All rights reserved. For information about the procedure for requesting
permission to make copies o f any part o f this work, pelase call the AICPA
Copyright Permissions Hotline at (201) 938-3245. A Permissions Request Form
for e-mailing requests is available at www.aicpa.org by clicking on the copryright
notice on any page. Otherwise, requestst should be written and mailed to the
Permissions Department, AICPA, Harborside Financial Center, 201 Plaza Three,
Jersey City, N J 07311-3881.
1 2 3 4 5 6 7 8 9 0 AAG 0 9 8 7 6 5 4 3 2

Table of Contents
CPA E lderCare Services— 2 0 0 2 ....................

5

How This Alert Helps You.......................................................... .5
For Those Thinking About Practicing ElderCare...................... ..5
Significant Demand for ElderCare Services............................6
How to Research Your Market................................................. 6
What You Need to Know........................................................ 7
Achieving Success....................................................................10
From the Newsroom.....................................................................11
Economic Woes of 2002 .......................................................11
The Current Senior Market....................................................12
The Drug Industry May Choke on Bitter Pills.....................13
Detailed Nursing Home Information Now Available........... 14
Insurance News.......................................................................15
The Growing Popularity of Reverse Mortgages.....................16
In-Depth Special Report: A Festering Funeral Industry............17
Chilling Post Mortem Subsequent Events............................. 17
The Cloudy Legal Environment............................................ 19
What an ElderCare CPA Can D o..........................................20
Practice Issues............................................................................... 26
Statement on Standards for Attestation Engagements
No. 11, Attest Documentation .............................................. 26
Peer Review Changes for Small Firms................................... 26
Entitlements Watch......................................................................28
Social Security and Medicare Update 2002...........................28
New Medicare Coverage for Alzheimer’s............................... 30
New Protections for Medicaid Patients................................. 31
Spotlights......................................................................................31
Predatory Lending.................................................................. 31

On the Wings of Angels.........................................................35
Familial Caregivers; An Untapped Market............................37
The Financial Beat........................................................................38
IRS Tax Relief for Victims of Terrorist Attacks.....................38
Navigating the Economic Growth and Tax Relief
Reconciliation A ct............................................................... 38
IRS Regulations for Minimum Required
Retirement Distributions.................................................... 44
The Pros and Cons of 529 Plans...........................................53
ElderCare Practice Expansion and Risk
Management Techniques...........................................................56
The Roles of an Insurance Agent,..........................................56
ElderCare Effects on Traditional Property and
Casualty Risks...................................................................... 57
Managing Professional Liability Risk.................................... 60
The AICPA Professional Liability Insurance Program..........62
Guardianships and Trusteeships.............................................64
The Resource Zone.......................................................................65
Help Desk Contacts...............................................................65
Practice Aid.............................................................................67
Training Courses.................................................................... 68
Information and Referral Research Tool............................... 70
Marketing ToolKit.................................................................. 71
Web Sites........................

71

CPA ElderCare Services— 2002
How This Alert Helps You
This Alert serves as an important information source for those
who have expanded their practices to include eldercare engage
ments, as well as an introduction to those who are unfamiliar
with the eldercare services that can be provided by CPAs.
Eldercare services offer great potential for practitioners by building
on the CPA’s independence, objectivity, and integrity. CPAs can
offer a valuable service to the elderly, their children, and other con
cerned relatives, by providing assurance that care goals are achieved
for those who are no longer able to be totally independent.
This Alert informs you about important news related to your el
dercare practice; it teaches you about key eldercare topics. More
over, the information provided in this Alert will assist you in
ensuring your long-term professional growth by tapping into the
full potential o f the eldercare engagement.

For Those Thinking About Practicing ElderCare
What are CPA eldercare services? Why should I offer this service?

CPA eldercare is a service designed to provide assurance to family
members that care goals are achieved for elderly family members
who are no longer able to be totally independent. The service re
lies on the expertise o f other professionals, with the CPA serving
as the coordinator and assurer o f quality o f services based on cri
teria and goals set by the client. The purpose o f the service is to
provide assurance in a professional, independent, and objective
manner to third parties (children, family members, or other con
cerned parties) that the needs o f the elderly person to whom they
are attached are being met.
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Significant Demand for EiderCare Services
The elderly population is growing dramatically and the percent
age o f these people living by themselves is increasing steadily—
and they need a wide variety o f assistance to help them live happy
lives. Given the aging population and the amount o f wealth con
centrated among the elderly, a significant demand for a reason
ably priced, independent, and objective eldercare assurance
service exists. The annual market for eldercare services is estimated
to rangefrom $2 billion to $ 7 billion! A practitioners averagefees are
estimated to range from $300 to $1,500 per month, per client, de
pending on the level o f service provided.
The expanding elder segment o f our population requires care and
assistance while living in their own homes or in institutional care
homes. Less o f that care and assistance is being provided by the
younger generation for various reasons, including time constraints
and the geographic distance between grown children and their
parents or older relatives. In addition, governmental agencies can
not provide the care and assistance needed by elderly people, as it
is not the role o f government to fulfill those responsibilities.
As a CPA, you are ideally suited to provide eldercare services, and in
fact CPAs are already providing this service. Your training brings
independence and objectivity to problems and is a tremendous asset.

How to Research Your Market
For those CPAs who want to research the size o f the potential
market for CPA eldercare services in their practice area, the U.S.
Census Bureau s Web site has always offered a wealth o f informa
tion. Finding the m ost pertinent information was not always
easy, and sometimes using the data was complicated. Now, the
U.S. Census Bureaus Web site has been completely redesigned to
provide users with easier and faster access to the information
they need.
Information has been reorganized on the site. The most attractive
new tool on the Web site is the “State Fact Finder,” which allows
you to quickly view data by state and by county.
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The basic 2000 Census data on older adults is now available on
the Census Bureaus Web site and the “Census Brief on Age 65
and Over.” Updates for the 2000 census are now also available on
the Census Bureaus Web site.
•

In addition to the Centennial Census, the Census Bureau
regularly undertakes studies o f the population that provide
insight on American demographics. The following facts
were culled from recent Census Bureau reports: The
amount o f time women in the United States live after retire
ment age has risen from 9 years in 1960 to 21 years in 1995.

•

Eight percent o f all children in the United States live with
a grandparent.

•

Almost one in five adults has some type o f disability, and
the likelihood o f having a disability increases with age. For
example, 23 percent o f Americans aged 45 to 54 have a
disability and 4 percent need personal assistance. Among
adults aged 80 and over, 74 percent have some disability,
and 35 percent require personal assistance.

•

Age is an important determinant of net worth. Median net
worth peaked among householders aged 65 to 69. Households
maintained by those aged 65 and older tend to have higher net
worth and lower incomes than those in younger groups.

The U.S. Census Bureau’s Web site is located at www.census.gov.

What You Need to Know
What exactly do CPA eldercare services consist of? Eldercare can
involve the following three kinds o f services: direct services, as
surance services, and consulting services. Direct services entail the
more traditional aspects o f accounting and financial services. As
surance services involve measuring and reporting on prescribed
goals against stated criteria. Consulting services include evaluat
ing and planning client needs.
Listed below are some o f the potential services under each o f the
three categories. The AICPA Practice Aid CPA ElderCare: A Prac
titioner’s Resource Guide contains a more comprehensive list o f
7

specific services. You can order the practice aid by calling the
AICPA Order Department at (888) 777-7077 and asking for
Product No. 022504kk.

Direct Services
Financial services can include the following:
•

Receive, deposit, and account for client receipts.

•

Make appropriate disbursements.

•

Plan for and prepare income taxes.

•

Prepare employment tax returns for caregivers and house
hold help.

Nonfinancial services can incvlude the following:
•

Help arrange for transportation, housekeeping, and other
services.

•

Manage real estate and other property.

•

Visit and report on the elderly on behalf o f children in dis
tant locations.

Assurance Services
•

Financial services can include the following:

•

Review and report on financial transactions.

•

Test for asserters’ adherence to established criteria.

•

Review investments and trust activity.

Nonfinancial services can include the following:
•

Measure and report on care provider performance against
established goals.

•

Evaluate and report on the performance o f other outside
parties, such as contractors.

Consulting Services
Eldercare consulting can include the following:
8

•

Planning for housing and support service needs

•

Evaluating alternative costs o f retirement communities and
other housing

•

Performing estate planning

Planning for fiduciary needs can include arranging the following:
•

Financial power o f attorney

•

Health care power o f attorney

The evaluation o f financing options can include the following:
•

Medicare and Medicaid

•

Long-term care insurance

•

Health maintenance organizations (HMOs)

•

Reverse mortgages

Family facilitation can include the following:
•

Mediating or arbitrating family disputes

•

Acting as an intermediary between parent and child

The coordination of support and health care services can include
quarterbacking the team of health care, legal, and other professionals.
Other consulting services can include the following:
•

Establishing the standards o f care that are expected

•

Communicating expectations to care providers

•

Establishing performance measurement systems

Further Knowledge
CPA eldercare practitioners must familiarize themselves with a
broad range o f areas, both financial and administrative You, as
the practitioner should have extensive knowledge o f aging organi
zations, agencies, programs, service availability, and trends as well
as where individuals can seek other information or assistance.
The success o f your eldercare practice depends on, among other
9

things, your ability to access information, services, and resources
for elderly clients.
Additionally, you need to have adequate, timely knowledge o f
how Medicare, Medicaid, and Social Security work, including
program com ponent parts, appeals, program changes, states’
criteria for health care, nursing home coverage, and benefits.
Additionally, familiarize yourself with other public programs
and benefits available through federal, state and community
programs. You need to have extensive knowledge o f gift and es
tate tax laws to facilitate appropriate planning activities, as well
as knowledge o f powers o f attorney, living wills, health care
proxy and other advanced directives. Familiarity with nursing
homes and other care facilities is a necessity for the eldercare
practitioner. The AICPA Practice Aid, CPA ElderCare: A Prac
titioner's Resource Guide (Product No. 022504kk), provides an
inclusive look at the areas o f eldercare practice information.

Achieving Success
A successful eldercare engagement depends on the following
key factors:
•

The development o f an appropriate care plan that ad
dresses the level o f care or services required

•

The maximization o f financial resources available to pay
for the needed care and services

•

An inventory o f local organizations from which the care or
services will be provided

•

An understanding among the care team and the client
about who will provide the care or services

CPA eldercare services challenge you to consider not only the
older adult’s financial needs, but, with the help of other special
ized professionals, also his or her physical, psychosocial, and envi
ronmental needs and the needs and expectations o f the
individual’s family.
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From the Newsroom
Economic Woes of 2002
Uncertainty continues to be the watchword as financial markets
react to conditions, both domestic and foreign. Even though in
flation has been contained and interest rates and taxes lowered,
new and increased expenditure needs relating to public safety,
emergency management, homeland and building security, wel
fare, and medical services have arisen as a result o f the War on
Terror. These effects will subsequently strain governmental re
sources, including Medicare and Medicaid, and may affect funds
available for your Elder clients.
Additionally, The Economic Growth and Tax Relief Reconciliation
Act o f 2001 (the Act) (Public Law [P.L.] 107-016) will add to the
strain on funds. That $1.35 trillion federal tax cut bill has added to
states’ fiscal woes. Although the Act’s effect on the various states is
disparate and depends on an individual state’s tax structure, it has
been reported that the Act will cause the states collectively to lose
$65 billion to $100 billion in revenues in the next five years. Most
o f that lost revenue will come from the phase out o f the federal es
tate tax, which will eliminate the estate tax in 40 states and signifi
cantly reduce it in the other 10 states over a four-year period
starting in 2002. Some federal agencies, such as the U.S. Depart
ment o f Health and Human Services (H H S) and the Federal
Emergency Management Agency (FEMA), have redirected existing
funding to provide emergency grants to state and local govern
ments. But, despite lobbying by state and local government associ
ations and the introduction o f federal legislation, the federal
government may not be able to appropriate new monies to help fi
nance the increased expenditure needs o f state and local govern
ments in any significant manner, given its own troubles with
depressed revenues and anti-terrorist spending. Additionally, State
Pension Funds have been adversely affected by the fall in the stock
market, which negatively impacts state and local budgets.
Finally, do not expect Social Security to be unaffected by the stock
market. The dramatic downfall in stock market valuations and the
recent wave o f corporate accounting scandals have hit investors
11

hard and spurred congressional attention. Retirees have been espe
cially vulnerable since they live o ff their investments. Congres
sional action may alter the structure and rules o f retirement plans,
affecting your clients’ funds. Client withdrawal o f funds for neces
sary expenses coupled with declining investments may have
caused significant investment reductions for your clients.
Many seniors between the ages o f 62 and 70 may be struggling to
decide when to initiate their Social Security payments. There are
four large investment variable risks for seniors. These risks are liv
ing too long, inflation, suffering through market downturns, and
portfolio mismanagement. Seniors are now facing dramatic
changes in the three latter variables. The bigger the monthly
check, the more security. If your client is ill, it is best to initiate
Social Security as soon as possible. However, if your client is
healthy, there are certain advantages to waiting, such as larger
monthly payments and lower taxes. Many o f your clients who
had planned to wait may nevertheless choose to initiate payments
earlier in reaction to the current dismal economic conditions.
Still, such a decision may turn out to be detrimental to your
clients’ retirement planning if the stock market rebounds in the
near future. You must carefully evaluate the benefit o f your
clients’ decisions in light o f the changing market.
Advising your client about investment choices and managing
an investment portfolio is complicated during a stock market
decline. M any resources exist to help you choose the right in
vestments for your clients. Consulting those sources o f advice
will help you better advise and serve your client. The AICPA
Personal Financial Planning Membership Section may be able
to provide you with the tools and resources you need when
planning a client’s finances during these uncertain economic
times. The membership section website is www.aicpa.org/members/div/pfp/memb.htm. You can also contact the membership
section by calling (212) 596-6211 or e-mailing pfp@aicpa.org.

The Current Senior Market
The year 2002 has brought vast changes to the economic envi
ronment. How has this affected your clients? How can you best
12

serve th em ? T h e Senior Market Advisor's 2 0 0 2 S u rv e y p ro v id e s
so m e answ ers fo r you.
First, a lm o st tw o-th ird s o f p o ll resp o n d en ts have con cern a b o u t
th eir re tire m e n t assets. O n e q u a rte r o f all re sp o n d e n ts are still
w o rk in g b ecau se they have to, an d a ro u n d 3 0 p ercen t o f these are
n o t in secure fin an cial sh ape. S e n io rs’ assets are stretch ed th in d u e
to the sto c k m arket declin e, cred it card d eb t, or b ecau se d e p e n 
d en ts are still relyin g o n th em . A lm o st 3 7 percen t th in k their re
tirem en t p lan is w orse o f f th an a year ag o , a n d 2 5 percen t in te n d
to w o rk to m ak e u p the differen ce.
A p p ro x im a te ly 3 6 p ercen t o f sen io r resp o n d e n ts are retired an d
2 5 p ercen t are still w o rk in g b y ch oice. T h e g o o d new s fo r C P A
p ractitio n ers is th at 5 3 percen t o f resp o n d en ts use so m e so rt o f fi
n a n c ia l a d v iso r a n d 21 p e rc e n t o f th o se w h o d o n o t c u rre n tly
have an ad v iso r have assets over $ 2 0 0 ,0 0 0 . T h is se g m e n t is y o u r
u n ta p p e d m arket.
S o m e 2 0 0 2 m a rk e tin g o p p o r tu n itie s are d escrib ed . F irst a lm o st
three-quarters o f respon d en ts d o n o t ow n a lon g-term care in su r
ance policy. A lm o st 65 percen t o f sen iors say it is too expensive an d
14 percen t believe a fam ily m em b er w ill take care o f them . A b o u t
5 2 percen t o f respon d en ts feel that real estate is the safest k in d o f
in vestm en t, so h o n e u p on y o u r in v estm en t skills. A d d itio n ally ,
w hile 6 8 percen t o f seniors have a w ill a n d /o r estate p lan in place,
nearly 18 percen t are con fu sed as to h ow to set up an estate plan.
Finally, fo r m o st sen iors p o lle d , a lm o st sixty p ercen t en jo y c o m 
in g in to y o u r office fo r fin an cial co u n selin g, rather th an m eetin g
at their h o m es. M a in ta in in g in d ep e n d e n ce is an im p o rta n t asset
fo r m o st sen iors.
You can o b ta in a free su b sc rip tio n o f the Senior Market Advisor at
w w w .sen io rm ark etad v iso r.co m .

The Drug Industry May Choke on Bitter Pills
O n Ju ly 11, 2 0 0 2 , a Se n ate co m m itte e ap p ro v ed a bill to m ak e i f
faster an d easier fo r low er p riced gen eric d ru g s to m ak e it to m a r
ket. I f fin al legislatio n is p assed , the bill w o u ld a m e n d the lan d-
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m ark 1984 H atch-W axm an drug-patent law that currently allows
drug makers to repeatedly extend patents and stall generic com
petition. Despite pressure from pharm aceutical lobbyists, legisla
tors are now considering d ru g prices as m uch a voter election
issue as prescription coverage. Since Congress has little hope o f
passing a separate M edicare drug-benefit bill in 2002, passing a
generics bill w ould help redeem Congress in the eyes o f seniors.
D rug quality, price, d istrib u tio n , and av ailab ility m ay become
more complex down the road. First, increased generics in the m ar
ket w ill be the first bitter pill for drug companies to swallow, cut
ting down on revenue generation. Sadly, there has recently been a
plethora o f new brand-name drugs on the m arket that are not all
that different from drugs whose patents are soon to expire. Some
o f these drugs offer little or no increased benefit to the consumer.
Additionally, costs for research and development as well as advertis
ing are rising as market share drops. Companies are under pressure
to create new products before patents expire, and new costly T V
and radio advertising campaigns have been developed to prod con
sumers to ask doctors for their products. These increased costs will
be carried to the consumer. Currently, pharmaceutical industry rev
enue, profits, and stock prices are at their lowest levels in a decade.
Finally, potential in d ustry mergers m ay alter distribution chan
nels and the availability o f products. Eldercare practitioners need
to keep these potential industry changes in m ind when planning
for clients’ futures.

Detailed Nursing Home Reports Now Available
A pilot program created by the federal center for M edicare and
M edicaid Services at www.m edicare.gov now is posting detailed
inform ation about the quality o f nursing home care in the U nited
States. T his service makes it m uch easier to obtain inform ation
about specific institutions. The program is currently active in six
pilot states and w ill be expanded to include all 50 states by Octo
ber o f 2002.
N ursing homes are m easured by nine “q uality ratings” such as the
percentage o f patients w ith bedsores, w eight loss, and pain. An14

other measure is a record o f those residents who need help with
daily living activities. The ratings are based upon periodic evalua
tions o f each resident every 90 days.
To provide perspective, state averages in all categories are also
shown. The percentages are also adjusted so that a nursing home
with many terminal patients will not be penalized for statistically
excessive weight loss among its residents. Finally, data are also in
cluded about nursing home complaints.

Insurance News
Should You Sell That Life Insurance?
If your client is over 65 and in poor health, there are companies
interested in buying your client’s life insurance. Until recently,
people only had one option for reimbursement, the insurance
company. However, new “life-settlement” companies buy policies
for a fraction o f the death benefits. For example, a $5 million pol
icy may be sold for $75,000. The payment is always much greater
than the insurance company’s cash surrender value, which may
be, for example, $10,000. The company then collects the $5 mil
lion when the senior dies.
Is this a good idea for your clients or their family members? It is
a tempting offer for someone who no longer needs insurance if
there are no beneficiaries. It’s also a good choice if the person is
no longer able to pay continuous premiums. Finally, those with
terminal illnesses may want the money immediately to enjoy
while still alive.
However, there are downsides. Unlike a life insurance payment, a
life-settlement payment is taxable and the seller is taxed on the
payment received. Additionally, if someone later finds out that he
or she needs life insurance, it may not be attainable at any cost.
Selling life insurance can also cause family conflict if beneficiaries
don’t want to lose inheritances promised to them. Finally, receipt
o f a life settlement may also make a person ineligible for Medic
aid coverage.
Ensure that your clients fully understand the ramifications o f sell
ing their life insurance policies.
15

Youngsters Are Buying Long-Term Care
Long-term care policies, which cover nursing home, assisted-liv
ing, and home care costs are now being marketed to people in
their thirties through fifties. Here are some points to consider
when advising younger clients about long-term care insurance:
•

Wealthy people can afford nursing care, and people with few
assets will qualify for Medicaid. Thus, the middle class is
likely to benefit most from buying long-term care insurance.

•

Youngsters who buy early can be hit with industry rate in
creases that are driven by life expectancy increases. If so,
the fiscal advantage o f having locked in a low premium at a
younger age could be wiped out.

•

Being able to anticipate future retirement income cash
flow is crucial when determining what long-term policy to
buy, since insurance companies do not provide any bene
fits for people who stop making payments. The younger a
person is, the harder it is to determine what his or her re
tirement cash flow will be.

•

Policies purchased decades before the coverage is actually
needed could become inflexible and outdated. For exam
ple, many policies written ten years ago cover nursing
home costs, but not assisted living facilities.

The Growing Popularity of Reverse Mortgages
A reverse mortgage is a special class o f loan available to homeown
ers aged 62 and older. An individual borrows against the equity
accumulated in the home; this borrowing reverses the usual mort
gage payment stream so the lender makes monthly payments to
the homeowner in return for equity in the home. When the bor
rower moves out o f the home or dies, the lender then recovers
principal plus interest through the estate or sale o f property.
The reverse mortgage market is growing fast. There are a number
o f factors contributing to the trend. First and foremost, the senior
demographic is increasing rapidly. The baby boomers are reach
ing retirement age and senior life span has increased from medical
16

advances. Census figures show that there are at least 12.9 million
seniors with more than $1.3 trillion o f home equity ready to be
tapped by the reverse mortgage market. Second, the downturn in
the stock market is making seniors look outside o f their reduced
portfolio earnings for available cash. Finally, rising home prices
and a marketing campaign launched by the National Reverse
Mortgage Lenders Association has made reverse mortgages both
more financially advantageous and recognizable to the consumer.
A reverse mortgage may be a good option for your clients who are
strapped financially. However, some seniors may fear that reverse
mortgages will threaten their children’s inheritances. For con
sumer protection, federal regulations require applicants for reverse
mortgages to attend loan-counseling sessions to fully understand
loan implications and alternative products available. The Ameri
can Association o f Retired Persons (AARP) keeps an eye on the re
verse mortgage industry and publishes a free guidebook for
seniors about the product at www.aarp.org. The National Center
for Home Equity Conversion at www.reverse.org compares many
companies in the industry. Finally, the government’s site for re
verse mortgages is located at www.hud/rvrsmort.html.

In Depth Special Report: A Festering Funeral Industry
The average cost o f a traditional funeral and burial service is
$7,500 and for many persons, this purchase is often the third
largest lifetime expenditure, ranking only behind homes and ve
hicles. Many industry practitioners are honest and helpful to
their clients. However, there has been a growing trend in post
mortem abuse, which will likely continue as the elder demo
graphic grows.

Chilling Post Mortem Subsequent Events
Crematories Under Fire
May 2002: In rural Georgia, hundreds o f bodies entrusted to a
crematory were instead gruesomely left in garages, sheds, pits,
vaults, woods and a nearby lake. Families are distraught and now
need to supply D N A samples to try to identify remains, which
17

could take a year or more. The crematory deceived both the fam
ilies and local funeral homes. This horrific event has created pub
lic outcry and distrust and has spurred the start o f new legislative
overhaul and oversight throughout the industry. Note that
twenty-five percent o f the 2.3 million people who died in the
United States in 2000 were cremated, according to the Crema
tion Association o f North America. The group estimates that this
figure will double by 2025.

Grave Consequences
In California, a woman arranged for the transportation o f her re
mains, a chapel viewing in a specific funeral home, the casket and
clothing for viewing, the graveside service, burial, flowers and
other services. Nevertheless, when she died, the funeral home
forced the family to pay transportation costs, there were no flow
ers or chapel service, and a delivery van delivered the body at the
gravesite in a Styrofoam style box. The family’s suspicions led to
the exhumation o f the body six months later. To their horror, her
body was still dressed in a hospital gown she had died in, and
merely placed in a body bag. There had been no preparation o f
her body, and the instructions as to her dress and shoes were ig
nored. The family is now suing the funeral home for undisclosed
punitive damages.

Monetary Mortality; Prepaid Contracts
A woman purchased a prepaid, prearranged funeral contract to
relieve her son o f any financial responsibility for the arrange
ments. When she died 28 years later, her son had to use a differ
ent funeral home because the original home had moved to a
different city. The original funeral home returned the original in
vestment but kept 28 years’ worth o f interest, which was perfectly
legal. In most states, it is the funeral home, not the customer that
owns the interest on prepaid funeral contracts. What’s more, the
family has to pay the taxes on the interest.
The AARP continues to discourage people from purchasing pre
paid funeral services; a practice that the National Funeral Direc
tors Association said has increased in popularity over the past
decade. The AARP believes that consumers are better off not en
18

tering into these contracts because o f the potential for abuse. It
would have been better for the woman discussed above to have
opened a savings account to pay for her funeral costs.

Sins o f the Market
Some preneed funeral providers are aggressively marketing and
selling products and services that consumers do not want and
need, inflating prices, and including vague contractual conditions
so family members cannot determine the wishes o f the deceased,
post mortem. Providers and contractors have also been caught
mismanaging, and sometimes embezzling the prepaid money that
was to be set aside in trust to pay for the funeral services and
products needed at a future date.
Additionally, the excess supply over demand for post mortem ser
vices in many states allows for the cost o f services to be over in
flated across the country. In Kansas, Pennsylvania, and Vermont,
there are almost four times the needed mortuaries; in Iowa and
Nebraska, there are five times too many. The high mark-ups that
consumers pay either willingly or from lack o f understanding in
vites pricing abuse and keeps many funeral homes in business.

The Cloudy Legal Environment
Funeral, burial, and crematory laws are created and monitored by
individual states and both laws and compliance oversight fluctu
ate widely from state to state. For example, only 23 states license
their crematories. Florida and California have the most compre
hensive laws because they require inspections and crematory op
erator training programs. New England and Texas require
crematories to be located at not-for-profit cemeteries. Eight
states— Alabama, Maryland, Mississippi, Nebraska, Pennsylva
nia, Utah, Vermont and West Virginia— have no laws at all. In
Ohio, a 1998 law requiring crematory inspections was passed,
but it has not yet been used since the licensing o f inspectors has
not been completed. In Georgia, lawmakers are moving quickly
to tighten the rules for post mortem services; however, it should
be noted that Georgia had crematory laws in place at the time o f
the recent scandal.
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One should note that unlike crematories, funeral directors are
subject to the Federal Trade Commission (FTC) Funeral Rule,
which became effective in 1984 and was revised in 1994. The Fu
neral Rule was created in response to rampant consumer abuse in
the industry and requires providers o f funeral goods and services
to give consumers itemized lists o f funeral goods and services that
not only state price and descriptions, but also must contain specific
disclosures. The general price list must contain four disclosures:
1. The consumer has the right to select only the goods and
services desired.
2. Embalming is not always required by local law.
3. Alternative containers are available for direct cremations.
4. The only fee which a consumer can be required to pay is a
nondeclinable basic services fee.
Funeral providers must seek authorization before performing some
services, such as embalming, and consumer protection laws man
date disclosure o f consumer rights in writing. H owever, regulation
practices still vary from state to state, with many existing legal
loopholes and compliance oversight is lacking. Lastly, cemeteries
are also governed by state legislation and laws vary widely among
the states. Many cemetery laws in effect were passed for historical
preservation, and do not exist to protect the living consumer.

What an ElderCare CPA Can Do
The aforementioned events and issues, the high cost o f funeral ser
vices, and the confusion and emotions that a family experiences at
the time o f the funeral and burial combine to create a situation
where consumers may easily fall prey to predatory practices. You,
as an eldercare CPA practitioner, are in an excellent position to act
as an advocate for your client. You can help ensure that funeral
homes, crematories, and cemeteries carry out your client's wishes.
No one likes to think o f his or her impending death; however,
you, as the eldercare CPA, have a natural “in” for discussing this
topic during estate planning. If you address funeral planning
along with estate details, the subject mater is a natural icebreaker
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and your client may be more willing to discuss morbid issues
with you than with family members.

How Can You Help Your Client Navigate Prepaid Plans?
Many clients will just want to purchase a plan, despite your misgiv
ings. First, discuss in detail with your client the existing scams that
exist with prepaid contracts. Become familiar with state laws that gov
ern prepaid plans. Encourage your client to discuss any potential pur
chase with you prior to signing any contract. Ensure that your client
stays within his or her budget when planning for arrangements.
Prepaid plans can be useful in the transfer o f estate assets, since
purchase o f a prepaid burial policy is one o f the transfers o f assets
permitted under Medicaid rules. If your client wants to qualify
for M edicaid under Title 19, your client may need to “spend
down” some assets.
There are four types o f prepaid contracts:
•

Non-Guaranteed Price Contract— Revocable

•

Guaranteed Price Contract— Revocable, but inflation-proof

•

Non-Guaranteed Price Contract— Irrevocable

•

Guaranteed Price Contract— Irrevocable and inflation-proof

Only a prepaid irrevocable funeral contract is not counted as an
asset for Medicaid purposes.
The fourth contract is both irrevocable and inflation-proof, and
combines Medicaid qualification with inflation safety. Still, many
charges may not be included, such as cemetery fees, flowers,
beautician services, and out-of-town transportation. Additionally,
funeral homes may tack on additional charges at the time o f ser
vice that are not covered. Finally, remember that the rules that
govern prepaid contracts, including the placement o f money, are
governed by the states and vary according to jurisdiction.

How Can You Help Your Client Choose a Funeral Home?
The following points can help you tell which funeral homes are
following the Funeral Rule requirements.
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•

You should able to obtain a General Price List (GPL) early
during funeral planning and before your client has made
any decisions that would affect the price o f the funeral.

•

You should be able to obtain an Outer Burial Container
price list before selecting a grave liner or coffin vault.

•

A casket price list should be readily available.

•

There should be a casket available or on display that costs
less than $500.

•

Caskets should come in other colors for the same general
model or price, and you should be told that they are read
ily available.

•

Low-cost caskets should be presented with the same dig
nity as the more expensive models. Was disparaging lan
guage used in describing low-cost models? Were the
ludicrous nonexistent qualities o f “sealer” caskets described
to you?

•

If you were told that “anything was required by state or
cemetery law,” were you given that evidence in writing?

•

You must receive an itemized “Statement o f Goods and
Services Selected” prior to the funeral so you know what
the cost o f the funeral will be.

•

Look to see whether there were any “cash advance”
items on the statement o f goods and services selected to
ensure that the Statement indicates that you are charged
for the services in the same amount the funeral home is
billed. If not, the funeral home might charge more than
the item cost.

•

Throughout the process, beware o f pressure to opt for ex
pensive items.

•

Finally, the funeral home ought to allow an on-site inspec
tion o f the services rendered on the day of service and burial.

If you or your client experienced less than satisfactory services,
there may be grounds to file a funeral complaint. E-mail the story
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to the Funeral Consumer Alliance Ombudsman link located on
the www.funeral.org Web site and include the state where the ex
perience took place. You should receive an answer within 24 to
48 hours.

How Can You Avoid a Ted Williams Strike-Out?
Panning your client’s arrangements to desired specifications is
hard enough when families are united against the somewhat
questionable forces o f the funeral market place. An added com
plexity for eldercare practitioners occurs when family members
are not in agreement with each other or with the deceased, in re
gards to burial arrangements.
Two o f Ted Williams’s children, along with the executor, insist
that the baseball legend wanted his body frozen. A third child ar
gues that the most recent, valid will, signed in 1996, specifies
cremation and accuses her brother o f wanting to sell the de
ceased’s DN A for profit. A Florida court will decide the outcome
o f the remains.
Family members may have different plans than the deceased and
are still likely to have the last word on the final resting place.
Ironically, a person can control where his or her money goes, but
cannot control what happens to his or her body. That is because
the body is not considered property and cannot be given away.
The right to dispose o f the body belongs to the next o f kin, typi
cally starting with the spouse and then passing to the children
and the parents.
However, you have some recourse for your clients who feel
strongly about their resting place. The first step is to understand
the state law.
At least half the states have laws that obligate survivors to honor
the written wishes o f the deceased. But those laws are tough to
enforce. You can check www.funeral.org for a full list o f personalpreference and designated-agent laws. Some examples o f state
laws are shown in the following table.
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Florida

The state law honors the written wishes of the deceased.
(For Ted Williams, there is no written request from him
specifying that his remains be frozen.)

Arkansas

The next of kin can overrule cremation.

Louisiana

The wishes of the deceased will prevail if written and notarized.

New Hampshire

There is a statutory duty to comply with the written wishes
of the deceased if there are sufficient funds available.
There is a statutory duty to comply with the written
wishes of the deceased.

New Jersey
Ohio

A person can authorize his or her own cremation by
signing a special form; however, a spouse may override this
wish. Additionally, for organ donors, the consent of the
family is no longer needed if a donor card has been signed.

Texas

A person can name a designated agent to control disposition
of the remains.

Utah

A person can name a designated agent to control disposition
of the remains.

West Virginia

Only a prepaid funeral arrangement will prevail.

A second step toward obtaining control o f remains is to put the
elder's wishes in writing, witnessed and notarized. Your client can
give a copy to you, the lawyer, and the family. A will is probably
the most common vehicle for such instructions; but it may not be
the best choice since people may not even look at the will until
after the funeral. Therefore, a letter to be opened at death is the
safest bet.

A Post Mortem Inspection
At the time o f death, you, as a CPA, are not as close to the de
ceased as the family and can provide security to the family in cri
sis by performing an on-site inspection o f the funeral home,
cemetery, or crematory on the day o f services. For example, an in
spection o f funeral services will help the family feel more com
fortable that their wishes are being carried out. Even if you were
close to the deceased and plan to attend the funeral, you can eas
ily send a staff to inventory the services rendered. The following
example is based upon the section entitled “Grave Conse
quences,” since each individual situation will have different vari
ables. First, always have a prepared documented checklist o f the
client’s written instructions (flowers, graveside service, casket
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color and model, clothing for burial.). You or your staff may want
to ensure that the remains are taken directly to the proper funeral
home. This is especially important with cremation, since D N A
testing cannot be done after the fact. There is no certainty that
the family will be given the proper cremation remains; however,
ensuring that the body has been sent to the proper home will
avoid unintentional logistical mishaps. You may want to ensure
that embalming wishes have been carried out, and that the body
is clothed in the proper attire.
During proceedings, compare the client checklist with flowers,
casket model and color, casket lining, casket model, and grave
lining. The family will have extra comfort knowing that the
wishes are being carried out according to the plan.

The Truth About Embalming
The Center for Disease Control (CD C) in Atlanta states that no
public health purpose is served by embalming and that no state
routinely requires embalming. A few states still have laws that re
quire embalming when death occurs from a certain disease. Some
states require embalming or refrigeration after 24 or 48 hours, or
if the body is to be shipped out o f state. Embalming does not pre
serve the body forever; it merely delays the forces o f nature. Em
balming will add about $300 to $500 to the funeral bill.
The United States is the only country in which embalming has
been widely promoted by the funeral industry. It is rarely done in
other countries, with no risk to public health. Even visitations are
held in those countries without having the body embalmed first.

Additional Resources
The Funeral Consumers Alliance (FCA) is a nonprofit organiza
tion that provides a wide range o f funeral-planning information.
There are many local active groups, which have completed fu
neral price surveys in their areas, and many have negotiated dis
counts for members and cooperating funeral homes. You can
receive the newsletter at Friends o f the FC A link located at
www.fimeral.org. This Web site also offers other pertinent infor
mation that may help you with your practice, such as how to in
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spect a crematory, information on consumer alerts, the FCA Law
Library, a bookstore as well as a post mortem shopping network
that would please Count Dracula.

Practice Issues
statement on Standards for Attestation Engagements No. 11,
A ttest Docum entation
In January 2002, the AICPA Auditing Standards Board (ASB) is
sued Statement on Standards for Attestation Engagements
(SSAE) No. 11, Attestation Documentation, Amendment to State
ment on Standards fo r Attestation Engagements No. 10, Attestation
Standards: Revision and Recodification (AICPA, Professional
Standards, vol. 1, AT secs. 101-701). SSAE No. 11 amends SSAE
No. 10 to reflect the concepts and terminology used in Statement
on Auditing Standards (SAS) No. 96, Audit Documentation.
SSAE No. 11 expands the overall documentation guidance o f
SSAE No. 10 by amending Chapters 1, 2, and 3. SSAE No. 11 is
effective for attest engagements when the subject matter or asser
tion is as o f or for a period ending on or after December 15,
2002. Earlier application is permitted.
Help Desk—To order your copy of SSAE No. 11, call the
Order Department at (888) 777-7077 and ask for Product No.
023030kk.

Peer Review Changes for Small Firms
New AIPCA rules became effective as o f January 1, 2001, that are
intended to enhance financial reporting quality for firms that do
not audit SE C registrants. O f the 30,000 firms enrolled in the
AICPA's peer review program, the new rules primarily affect ap
proximately 18,000 small firms that perform only review or com
pilation engagements. In addition, the rules affect regulators (such
as state boards o f accountancy, which require peer review for li
censure), CPAs performing peer reviews, and state CPA societies.
The most significant change is that there are now three types of
peer reviews instead o f two (on-site and off-site). The engage26

merits in a firm's accounting and auditing practice previously cov
ered under peer review still are covered under the revised stan
dards. Briefly, the three types o f peer review are as follows:
•

System reviews— These are for firms performing engage
ments under SASs, Yellow Book examinations, or exami
nations o f prospective financial statements under SSAEs.
The reviewer expresses an opinion on the firm’s system o f
quality control in this type o f review.

•

Engagement reviews— These are for firms that are not re
quired to have system reviews and are not eligible for re
port reviews (explained next). The reviewer provides
limited assurance o f the firm’s conformity with Statements
on Standards for Accounting and Review Services
(SSARSs) and SSAEs in this type o f review. No documen
tation is required other than that required by SSARSs and
SSAEs, which includes, for example, management repre
sentation letters, documentation o f matters covered in the
accountant’s inquiry, and analytical procedures on a finan
cial statement review.

•

Report reviews— Firms performing only compilations that
omit substantially all disclosure will have report reviews.
However, a firm must have an engagement review if it per
forms, as its highest level o f service, compilations referred
to in the SSARSs as “Selected information— substantially
all disclosures required are not included.”

Step-Up in Peer Review
A firm that is required to have only a report review may elect to
have an engagement or system review; a firm that is required to
have an engagement review may elect to have a system review. Re
member that, although approximately 18,000 o f the 30,000
firms being peer-reviewed are not required to have a system re
view, all CPA firms must have a quality control system in place.
Additionally, AICPA Statement on Quality Control Standards
(SQ C S) No. 2, System o f Quality Control fo r a CPA Firm ’s Ac
counting an d Auditing Practice (AICPA, Professional Standards,
vol. 2, Q C sec. 20.25), requires that your firm prepare appropri
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ate documentation to demonstrate compliance with your system
o f quality control. Some o f those firms, therefore, may find it use
ful to have peer reviews covering that system.

AICPA Bylaw Change
The AICPA recently amended its bylaws to require public ac
counting members in entities not eligible to enroll in a practice
monitoring program (non-CPA-owned entity) to enroll as indi
viduals if their reports issued and services offered are peer re
viewed. Currently, the only services covered by this situation are
compilations performed under SSARSs. Those individual mem
bers will be subject to engagement or report reviews.
Help Desk—Much more detailed information about the
three types of peer review and the revised standards can be
obtained on the AICPA peer review Web site at
www.aicpa.org/members/div/practmon/index.htm. If you
have questions about peer review, call the state CPA society
that administers your reviews or the AICPA peer review pro
gram staff at (201) 938-3030.

Entitlements Watch
Taking a look at Social Security and Medicare for 2002

Social Security and Medicare Update 2002
Current Social Security and Medicare information for 2002, ob
tained from the Social Security Administration, is presented below.

Information for Social Security Beneficiaries
Based on the increase in the Consum er Price Index (CPI-W)
from the third quarter o f 2000 through the third quarter o f 2001,
Social Security beneficiaries received a 2.6 percent cost o f living
adjustment (COLA) for 2002.
In January o f 2000, the Retirement Earnings Test was eliminated
for individuals aged 65 to 69. It remains in effect for those ages
62 through 64. A modified test applies for the year an individual
reaches age 65.
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Y ear 2 0 0 2

Year individual
reaches 65

$30,000 per year
($2,500 per month)

Under age 65

$ 11,280 per year
($940 per month)

Applies only for months prior to
attaining age 65; $1 in benefits will be
withheld for every $3 in earnings
above the limit.
$1 in benefits will be withheld for
every $2 in earnings above the limit.

There is no limit on earnings beginning the month an individual
attains age 65.
Estimated average monthly Social Security benefits after the De
cember 2001 C O LA are as follows.
Monthly Benefit After 2.6 Percent COLA

Beneficiary
All retired workers
Aged couple, both receiving benefits

$ 874
$1,454

Widowed mother and two children

$1,764

Aged widow(er) alone

$ 841

Disabled worker, spouse, and one
or more children
All disabled workers

$1,360
$ 815

Information for Medicare Recipients
Presented below are Medicare deductible, coinsurance, and pre
mium amounts for 2002. Most individuals who qualify for Social
Security do not pay a premium for Medicare hospital insurance.
Hospital Insurance (Part A)
For the first 60 days in a hospital,
patient pays

$812

For days 61 through 90 in a hospital,
patient pays
Beyond 90 days in a hospital, patient pays
(for up to 60 more days)
For first 20 days in a skilled nursing
facility, patient pays
For days 21 through 100 in a skilled nursing
facility, patient pays

$203 per day
$406 per day
$0
$101.50 per day
(continued)
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M edical Insurance (Part B )

Premium

$54 per month

Deductible

$100 per year
After the patient has paid the
deductible, Part B pays for
80 percent of covered services

Help D esk— For a more in-depth discussion o f Social Security
and Medicare, refer to chapter 7 o f the AICPA Practice Aid
CPA ElderCare: A Practitioner's Resource Guide (Product No.
022504kk). Also, refer to the Social Security Web site at
www.ssa.gov and the Medicare Web site at www.medicare.gov.

New Medicare Coverage for Alzheimer’s
The government has created a new policy authorizing Medicare
coverage for the treatment o f Alzheimer’s Disease. Medicare ben
eficiaries will no longer be denied Medicare reimbursement for
the costs o f mental health services, hospice care, or home care be
cause they have Alzheimer’s Disease, or other types o f dementia.
Previously, most people with Alzheimer’s found themselves in a
difficult situation —clinicians encouraged the early discovery o f
Alzheimer’s, which nevertheless resulted in the denial o f Medicare
coverage for subsequent care.
The government said that it decided to change the policy because
doctors and psychologists can now identify Alzheimer’s in its
early stages, when patients are most likely to derive significant
benefits from treatment and therapy. Although there is no cure
for Alzheimer’s, staving off its worst effects can prolong a rela
tively normal life and ultimately reduce health care costs.
However, insurance carriers and intermediaries must begin to im
plement the new ruling, which has not been widely publicized by
the government. The eldercare practitioner may need to check
that an insurance carrier is complying with the legislation. Cur
rently, most companies that review Medicare claims have pro
grammed their computers to reject claims for people with
Alzheimer’s disease and other types o f dementia. The new policy
bans such computer software instructions noting, “throughout
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the course o f their disease, patients with dementia may benefit
from pharmacological, physical, occupational, speech-language,
and other therapies.”

New Protections for Medicaid Patients
Rules issued on June 13, 2002 offer new protections for Medicaid
patients in managed-care plans, guaranteeing them a grievance
process, access to a second opinion and coverage o f needed emer
gency care. Additionally, Medicaid managed-care organizations
must provide patients with direct access to women health special
ists. The new rules also prohibit plans from interfering with pa
tient-provider communications. They also bar managed care
plans from conducting door to door and telephone marketing to
sign up new Medicaid enrollees.
Managed-care organizations providing coverage for those in the
state-federal programs must comply with the rules by August 2003.

Spotlights
Predatory Lending
Predatory lenders are individuals and institutions that take ad
vantage o f people who have tarnished credit histories, lack o f ac
cess to credit, or who have needs for immediate cash. Predatory
lenders come in all shapes and sizes, a subsidiary o f a “big name
bank,” a local mortgage company, a “payday” company, or even a
door-to-door salesman. Predatory lending occurs with mortgage
refinancings, car loans, and credit cards. Other situations may in
clude a loan for property taxes, medical bills, or costly home re
pairs. Predatory lenders use lending practices that are unfair,
deceptive, or fraudulent. For example, predatory lenders entice
homeowners to assume unaffordable amounts o f debt and even
tually, the homeowner is stripped o f equity and may end up los
ing his or her house. Through a combination o f questionable
marketing tactics, collection procedures, and loan terms such as
prepayments and hidden fees, predatory lenders deceive and ex
ploit such borrowers. Predatory lenders often charge excessive
fees and manipulate borrowers into loans they cannot afford to
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pay. Often, serious harm is inflicted upon the financial health o f
people who are the targets o f predatory lenders.
Even seniors with financial resources who own their homes free
and clear are tempting targets for predatory lenders who try to
take advantage o f a senior's lack o f financial know-how. Widows,
who in the past left financial decision-making up to their hus
bands, are especially vulnerable. The recent sudden changes in
economic conditions and interest rates have brought the preda
tory sharks out in full force. Urge your clients to call you about
any solicitations they may receive— before they act on these offers.
The AARP has been involved in lawsuits on behalf o f seniors.
Below are three examples o f how predatory lenders attack seniors.
Sixty-two year-old Ms. C. was approached by a broker first with
telemarketing calls and then with home visits. The broker con
vinced Ms. C to refinance her mortgage at 6 percent. At closing,
she was told the loan had risen to 8 percent. Hidden from her was
the fact that the loan was not a fixed-term loan, but a “balloon
mortgage” and that the broker would receive an 8 percent fee on
the transactions (when the industry standard for broker’s fees is
between zero and three percentage points). Unfortunately for
Ms. C, the loan then ballooned to 10 percent. The broker ignored
the federal law that requires disclosure o f interest rate and
monthly payments at least three days before settlement to prevent
surprises and to prevent borrowers from feeling pressured. Addi
tionally, there was falsified information on documents as well as
nondisclosure o f fees. The broker overstated Ms. C ’s income to
the lender in order for her to qualify for a loan. Now Ms. C is
unable to financially support her loan.
Mrs. P. used her husband’s life insurance proceeds to fully pay off
her home mortgage. She then began receiving numerous tele
phone solicitations to finance home improvements or a vacation.
Mrs. P. agreed to a small home improvement loan. The conniving
loan company first suckered her in with a “good” small loan.
Then the mortgage company talked Mrs. P. into refinancing her
home. She then was repeatedly persuaded to refinance her home
with three other companies. Each loan imposed new costs and
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fees, charged a higher rate o f interest, and increased the principal
owed on the mortgage. Each time, the monthly payment in
creased and in only sixteen months, her mortgage went from zero
to $35,000 and she subsequently lost her home.

Lending Loophole
Mr. B. fell prey to the payday loan. Payday loans occur when the
borrower writes a personal check payable to the lender and re
ceives cash minus a fee. The lender agrees to hold the check until
the borrower's next payday or another date; hence the name “pay
day.” At the end o f the loan term (usually one or two weeks) the
consumer can allow the check to be cashed, redeem the check by
paying its face value, or “roll over” or renew the loan by paying
another fee without receiving additional cash. Mr. B fell prey to
these practices when he took out a fourteen-day loan. When he
did not have sufficient funds on the day o f maturity he eventually
ended up rolling over the money five times and paying 400 per
cent interest. The lender avoided state interest cap rules by using
an out-of-state federal bank as the “official lender.”
Why was this scheme possible? Unfortunately, many legal loop
holes exist that help predatory lenders bypass existing laws and
regulations. Under well-established federal law, federally char
tered banks are permitted to bypass state usury and other laws;
hence the out-of-state “official lender.” Getting out-of-state fed
eral banks involved has allowed payday lenders to increase inter
est rates over the legal limit in states that allow payday loans.
Between 5 percent and 10 percent o f payday loans are now made
through national banks.
Additionally, in response to market demand and the expansion o f
cash outlets, about thirty states have created exemptions that allow
payday lenders to charge rates much higher than those permitted
under state usury laws. Legislatures have been willing to do this be
cause they see a great demand for payday loans, but want to keep
the rates somewhat in check to keep people out of the clutches of
illegal loan sharks. Moreover, payday loans are viewed by many as a
lesser evil than a prior alternative, so-called title loans, where the
lender takes claim to the borrower's vehicle in the case o f default.
33

Avoiding the Predatory Loan
Be wary o f aggressive marketing tactics. These lead many borrowers
to believe that consolidation can lead to lower monthly payments;
this method can fool even a sophisticated person. Remember that
businesses do not offer something for nothing. When all is finished,
borrowers often end up with higher payments as well as higher debt
that can result in the loss o f their home in foreclosure. The mortgage
companies or banks end up collecting above-market interest rates,
above-market fees, and obtain title to valuable property. The first
rule o f thumb is “be wary of all solicitations.” If your client needs
additional funds, it is safer for you and your client to choose a rep
utable lender, rather than letting the lender choose your client. Ad
ditionally be wary o f offers that are only good for a very short time.
Never act quickly and say no to any lender who asks for fees up
front to cover, for example, “a first payment and other expenses.”
A loan by any other name is something to avoid. Payday lenders
characterize transactions in ways that remove them from coverage
under existing state and federal lending and consumer protection
laws. Lenders say the transaction is not a loan, and that they are
merely charging a fee to advance the money and hold the check.
This claim allows lenders to avoid state interest rate caps. They
also avoid laws requiring full disclosure o f information about
terms and conditions, and also feel they have the right to use abu
sive collection methods that are not allowed under law.
Secured loans could mean trouble. To be tricky, some lenders
admit to the loan, but say the loans are secured with collateral
pledge. These practices try to avoid compliance with state laws
governing unsecured loans.
"Brand-name” tactics may be used. Consumers are made to feel
safe by claiming strong ties to a recognizable reputable institu
tion. Lenders admit to a loan, but claim a nationally chartered
bank is the true lender.
Avoid balloon payments. Balloon payments may hide large fees
behind small monthly payments. Lenders may promise to help
you refinance the balloon payment, but will end up charging
higher fees and closing costs.
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Use the Better Business Bureau or State Attorney General. Both
can be used to check complaints against any company you are
considering.
Note a ll potential loan variables an d ensure that your client’s con
tract lists them. Some variables include the total cost o f the loan,
annual percentage rate and type, monthly payments, payment
period, fees, and points. Ensure that any paper signed is a con
tract and insist on changing anything that you don’t like in the
contract. If the lender won’t change the contract to your satisfac
tion, go elsewhere. Have contracts checked by a lawyer and never
sign a document with blank spaces to be filled in later.
Know the legaljargon. For example, the Truth in Lending Act al
lows a person who has used his home as security to change his or
her mind, for any reason, within three business days o f signing
the contract.

You may wish to recommend to your client a reverse mortgage,
discussed in the “From the Newsroom” section o f this Alert. Your
client cannot lose their house to foreclosure as with a home equity
loan. It is im portant to note that not all subprime loans are
predatory loans. Unfortunately, many variables o f predatory
lending (such as high interest rates) mirror the subprime lending
market. With subprime lending, institutions responsibly lend
money to people in difficult circumstances who would otherwise
not qualify for loans.

On the Wings of Angels
Problem. Your client, who lives in a rural area, is diagnosed with
a rare life threatening disease. The only hope is to get your client
to a specialist over 1,000 miles away...every three to five weeks.
Issue? Your client does not live near a major airport and does not
have the stamina to drive.
Problem. Your client’s sister who needs IV medication and nurs
ing care, has just been diagnosed with terminal cancer with two
months to live. Issue? Medicaid does not cover hospice trans
portation and your client can’t dig up cash in time to fly the sick
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relative, her nurse, and her IV from California to New York to
spend her last weeks with her family.
Answer: Angel Flight. Angel Flight is a nonprofit organization
that flies people for free. Angel Flight works with individuals,
hospitals, and health care and service organizations to transport
people whose medical problems make it necessary for them to
travel for diagnosis or treatment, and whose financial resources
are limited. Angel Flight also helps family members visit critically
ill loved ones. Since the pilots fly private planes, Angel Flight can
also carry patients whose conditions or locations make it difficult
for them to use regularly scheduled flight services or other means
o f transportation. Angel Flight can also transport tissue, organs,
supplies and medical personnel. The company may be able to
help with other emergency non medical travel needs. Finally, the
company may be able to supply free ground transport through
the located “Earth Angels” program.

Angel Flight is not an air-ambulance service, or an emergency
medical service. So passengers should be ambulatory and med
ically stable, and able to climb in and out o f the aircraft with or
without assistance. To determine whether your client’s personal
situation qualifies, call the Flight Request Number (800) 5499980 or visit the website at www.angelflight.org.
All pilots are licensed by the FAA and are required to abide by
regimented protocol.
Angel Flight serves patients across the contiguous 48 states, di
vided into the Northeast, Southeast, Central, and Pacific regions.
The most recent area addition to this list is the Great Lakes Wing,
now making regular flights in the W isconsin, Michigan, and
Minnesota areas.
Angel Flight is rapidly becoming a critical service that provides
increased access to health care for patients and their families.
(Those obtaining free transport sometimes give donations, both
large and small, to this nonprofit organization). Your knowledge
o f Angel Flight could make a big difference to the well-being o f
your clients.
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Familial Caregivers; An Untapped Market
Two facts are glaringly apparent. First, the health care cost crisis
in our country has created a serious nursing shortage in the
United States. Salaries are not in sync with the responsibilities o f
the profession and talented workers are changing professions.
Hospitals have started recruiting from the Philippines and other
foreign countries to fill the gap. Second, the number o f seniors
needing care will skyrocket over the next few decades due to the
retirement o f the baby boom generation. As more and more fam
ilies face the need to care for aged parents and grandparents, some
are considering a solution that might once have been shocking—
paying a family member to provide care.
With a labor shortage in long-term care and the cost o f homehealth insurance rising, government and private insurers are mov
ing to cover what in the past has been free, that is, family
caregiving. Families should regard this new idea as a serious option,
despite misgivings o f guilt or embarrassment that a family member
may have about taking money in return for providing care.
Several state Medicaid programs now allow elders on the brink o f
nursing-home admission to employ family caregivers, rather than
home-care agencies. A pilot federal program in three states pro
vides coverage for some disabled people to hire whomever they
choose for services. Additionally, a growing number o f private
long-term care insurance policies reimburse this kind o f care.
As good as this sounds, it holds the potential problem o f financial
exploitation. Paid caregiving leads to a large portion o f financial
abuse suffered by elders. It is well documented in California,
where many disabled people are allowed to pay family caregivers,
that the relatives take the money and then do not provide the care.
You, as an eldercare advocate, can provide structural safeguards to
protect the client. It is best to schedule a family meeting and have
all parties involved agree on who will be doing what. A written
contract should be drawn up in advance and a pay rate deter
mined by the market value o f the services, the assets available,
and the elder’s potential life span. Be sure to include weekly
respite care and vacation. The contract should also include a con
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tingency scenario should the caregiver change his or her mind
about providing care.
An advantageous agreement known as a personal-services con
tract provides for a lump-sum transfer o f an elder’s assets to a
trusted caregiver or escrow agent in return for a binding promise
o f care. When handled correctly, this type o f agreement can en
able an elder to qualify for Medicaid while reserving assets for ad
ditional family care. Ensure that an experienced elder-law
attorney draws up the contract. Finally, it is important that the
power o f attorney should not be held by the caregiver. A trusted
third party, such as a lawyer or yourself, is a good candidate.

The Financial Beat
IRS Tax Relief for Victims of Terrorist Attacks
The Internal Revenue Service (IRS) released Publication 3920,
Tax Relieffo r Victims o f Terrorist Attacks. It explains how individu
als can file claims under the Victims o f Terrorism Tax Relief Act
o f 2001. Taxpayers (and their survivors) eligible for significant in
come and estate tax relief include victims o f the attacks on the
World Trade Center, the Pentagon, and United Airlines Flight
93; the anthrax attacks; and the Oklahoma City Bombing.
Under the act, a victim’s federal income taxes are forgiven for the
year o f the terrorist attack and for the preceding year. The mini
mum refund is $10,000, even for victims who owed no taxes.
Publication 3920 contains worksheets CPAs can use to help vic
tims and their families determine the amount o f tax forgiven. It
also covers required documentation and where taxpayers should
send their returns.

Navigating the Economic Growth and Tax Relief Reconciliation Act
The Economic Growth and Tax Relief Reconciliation Act o f 2001
was signed into law by President Bush on June 7, 2001. Eldercare
areas affected by this new law include general income tax
changes, retirement contribution rules, and estate and gift; taxa
tion. At first glance, the law appears deceptively simple, with an
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across-the-board tax cut and easily understandable changes to an
nual taxation and estate and gift rules. However, the Act is a
$1.35 trillion package that contains more than 440 Internal Rev
enue Code (IRC) changes and sets into motion numerous com
plex phase-ins over the next ten years.
It is important that CPAs understand how the following areas are
not mutually exclusive and affect each other during the client
planning process.
Income Taxes
The following are recent changes in income tax law that will af
fect your clients.
Tax Rates. Rates were reduced, with the new rates o f 10 percent,
15 percent, 25 percent, 28 percent, 33 percent, and 35 percent to
be phased in by 2006. The chart below shows the scheduled re
duction for some o f the fiscal year 2000 defined tax brackets.
Defined Tax Bracket
in Fiscal Year 2000

15
percent

28
36
31
39.65
percent percent percent percent

Tax Rate in 2001

10%

15%

27.5%

Tax Rate 2002 to 2003

15%

Tax Rate 2004 to 2005

10%
10%

15%

27%
26%

Tax Rate 2006 and later

10%

15%

25%

30.5%
30%
29%
28%

35.5%
35%
34%
33%

39.1%
38.6%
37.6%
35%

Consumers felt the initial benefit o f these changes when they re
ceived their 2001 advance refund checks o f $300 to $600 dollars.
However, these checks will amount to small change for some tax
payers compared to the benefits they will gain from rate cuts in
the table above. The CPAs task is now far more complicated in
assessing the relative importance these lower rates will have in driving
future tax strategies. Here are some areas that may affect planning
for your elder clients.
C apital Gain Transactions. After 2006, when the rate cuts fully
take effect, the savings difference between the 20 percent rate on
long-term capital gains for the average investor and top 4 tax
brackets in the table will be only 5 percent, 8 percent, 13 percent,
and 15 percent, respectively. This will reduce your client's desire
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to want to qualify for long-term gain treatment. (It’s possible that
new legislation may be developed to lower the long-term capital
gains rate).
Income Shifting. The new 10 percent tax bracket may be an incen
tive for your clients to shift money to the low tax bracket o f their
children or grandchildren who are not subject to the “kiddie tax.”
Deferred Compensation. You will find potential planning oppor
tunities in deferring income recognition until a lower rate year.
However, lower rates on ordinary income will take some o f the
value away from converting wages to incentive stock options and
other equity-based compensation.
Deductions, Exemptions, an d the AMT. Restrictions on the value
o f itemized deductions and personal exemptions will be reduced
by one-third in 2006, two-thirds by 2008; and will be eliminated
by 2010. Additionally, generous A M T exemption amounts
($4,000 for 2001 joint and $2,000 for others) have been created.
But this A M T exemption exists only from 2001 to 2004, unless
extended by a future congress. The upshot o f this will be that
from 2001 to 2004, many taxpayers’ tax liability will be below
the A M T liability. After 2005, the number o f taxpayers subject to
A M T will increase once again.
Retirem ent Plans. Reduced tax rates will leave taxpayers with
more money for individual retirement accounts (IRAs) or 401 (k)
plans. However, despite the opportunity to contribute more to
these accounts under the new law (see the next section “Retire
ment Facts”), taxpayers may find that the lower tax rates make
saving for retirement on a tax-deferred basis less o f a priority with
the exception o f Roth IRAs. Lower tax rates make Roth IRAs
more attractive, especially if the rates only increase in the future
when clients will be withdrawing IRA assets.
The Education IRA. Taxpayers can now make contributions to
these plans for elementary and secondary school tuition, both
public and private, as well as for higher education. The contribu
tion phase out ranges for filers have also increased. Additionally,
another kind o f plan for education, the 529 plan, is discussed in
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“The Pros and Cons o f 529 Plans” located in “The Financial
Beat” section o f this Alert.

Retirement Facts
Retirement savings incentives and pension plan reforms make up
a significant portion o f the Act. Increased contribution limits and
tax-favored savings options will leave many o f your clients requir
ing your assistance to make intelligent decisions, as follows;
•

Individuals will be able to contribute to IRA contributions
for both traditional and Roth IRAs at a higher level for
maximum retirement growth. IRA contribution limits
have been increased from the current $2,000 a year to
$2,500 and up to $5,000 by 2011. Additionally, vesting
schedules have been shortened and contribution limits in
creased for other employee pension plans.
IRA Contribution Limit

Year
2001

$ 2,000

2002

$3,000

2003
2004

$3,000

2005
2006

$4,000

2007
2008, and thereafter
(with inflation adjustments)

$4,000

$3,000
$4,000
$5,000

Additionally, individuals aged fifty and older can make
catch-up contributions to IRAs, 401(k) plans, and other
salary-reduction arrangements. They can contribute an ad
ditional $500 each year from 2002 to 2005 and $1,000
more in 2006 and thereafter. If the taxpayer meets the
baseline adjusted gross income (AGI) limits for regular
contributions for the year, these catch-up payments can be
deductible or made to a Roth IRA.
Finally, the law provides new tax credits for retirement
contributions for low-income taxpayers.
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Estate and Gift Taxes
It is virtually impossible for estate planners to predict what tax rate
and provisions will apply in the year a client dies. At the very least,
CPAs should review their clients’ estate plan at least annually over
the ten-year phase in period. CPAs will have to do some complex
planning to address the Act’s impact on estate plans, especially mar
ital and family trusts, as a result o f the 2001 increase in the exemp
tion amount from $675,000 to $1 million, as well as the repeal of
the qualified family-owned-business deduction starting in 2004.
Below is a table that presents information about estate and gift
taxes based on the new law. Also presented below are highlights o f
some o f the changes to the estate and gift tax rules.

Calendar Year
2002
2003
2004
2005
2006
2007
2008
2009
2010

Estate and Generation
Skipping Transfer
(GST) Tax Exemption
$1 million
$1 million
$1.5 million
$1.5 million
$2 million
$2 million
$2 million
$3.5 million
N/A (estate and
GST taxes repealed
for one year)

Lifetime Gift
Exemption
$1
$1
$1
$1
$1
$1
$1
$1
$1

million
million
million
million
million
million
million
million
million

Highest Estate and
Gift Tax Rates
50%
49%
48%
47%
46%
45%
45%
45%
35%
(gift tax only)

Estate Tax. Starting in 2002:

•

The estate tax rate will decrease from the 2001 level o f 55
percent to 50 percent.

•

No tax will be assessed on estates amounting to less than $1 mil
lion (an exemption increase from the 2001 level of $675,000).

•

The estate tax exemption will gradually increase each year
until the tax is repealed in 2010 for one year. Extension o f
the repeal is contingent on the vote o f future Congress and
many o f your clients may be confused and think that the
estate tax repeal is permanent.
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Generation Skipping Transfer ( GST) Tax. The generation skipping
transfer tax exemption will continue to match the estate tax exemp
tion and will eventually be repealed in 2010 for one year. (Exten
sion o f the repeal is contingent upon the vote o f future Congress.)
Gift Tax. Starting in 2002, the lifetime gift exemption will be $1
million and will remain constant through 2010. The gift tax rate
will gradually decrease (35 percent for 2010).
Note: The aforementioned estate, GST, and gift tax exemptions
are not mutually exclusive and aggregate amounts that exceed es
tate exemption levels are subject to tax as indicated by the table.
So What's the Catch? How can the government just give all this
potential revenue aw ay? One answer lies in the change in the
rules surrounding the basis o f assets acquired from a decedent.
Starting in 2010 with the repeal o f the estate tax, the basis for
assets acquired from a decedent will be changed from a date-ofdeath cost basis value to a modified carry-over basis. Conse
quently, death will become an income tax problem for your
clients. The basis o f assets received by a descendant will carry over
from the decedent, rather than be stepped up to fair market value
at the date o f death (or alternate valuation date) as now is the law.
Two exceptions may help estates:

1. $1.3 million o f basis can be added to certain assets.
2. $3 million o f basis can be added to assets transferred to a
surviving spouse.
It is important to note that not all property will be eligible for an in
crease in basis. However, since it is unclear as of 2002 if these basis
rules will ever go into effect in practice, CPAs should not spend too
much time worrying about or planning for them until it becomes
clearer what actually will happen with the estate tax repeal down the
road. The potential nightmares o f attempting to value real estate or
other assets that remain in a family for generations would require
decades o f accurate basis records and would be a quagmire for both
the IRS courts and taxpayers. The potential taxes levied on estates
would be enormous, since $1.3 million o f allowed step-up basis does
not amount to much savings over a decade of time against inflation.
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Keeping Abreast of Legislative Activity
Eldercare practitioners should be aware that legislative activities
affecting seniors are always changing. In addition to the Eco
nomic Growth and Tax Relief Reconciliation Act o f 2001, the
IRS passed new regulations for minimum required retirement
distributions discussed in the next section. Other legislation, in
cluding Medicare reform, prescription drugs may be passed in the
near future as well. Given the health care fiscal crisis and current
balance o f power in Congress, compromise may be achieved on a
number o f legislative matters affecting your elder clients. You
should keep abreast o f new issues.

IRS Regulations for Minimum Required Retirement Distributions
Counseling clients on the taxation and distribution o f benefits
from qualified retirement plans or IRAs can raise many con
cerns. A CPA can provide an im portant service by ensuring
that clients avoid penalties on actual or required plan distribu
tions. For example, under IRC Section 72, there is a 10 percent
penalty on distributions from qualified plans or IRAs before
age 5 9 ½ . Penalties also apply if distributions are taken too
slowly after the required beginning date. For example, a 50
percent excise tax must be paid on the excess o f the required
minimum distribution for a calendar year over the amount ac
tually distributed during that year. The new regulations do not
change this timing requirement or the excise tax penalty. Al
though some clients may be aware o f the applicable penalties,
many are not.
On January 11, 2001, the U.S. Treasury published new proposed
regulations for required minimum distributions from IRAs and
other qualified retirement plans. On April 17, 2002, the final reg
ulations were published which are effective as o f January 1, 2003.
These regulations are designed to make it easier for people to un
derstand and apply the required minimum distribution rules.
The IRS Web site www.irs.ustreas.gov supplies all publications
governing the regulations.
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Comparing the Old Rules with the New
The new proposed and final rules (second and third columns, re
spectively) diverge substantially from the 1987 rules (first col
umn). In summary, the new rules:
•

Standardize the way lifetime minimum distributions are
determined.

•

Simplify the payouts o f account balances to beneficiaries.

•

Change the deadlines by which a beneficiary o f the ac
count must be named.

•

Clarify the treatment o f trusts as account beneficiaries.

•

Restrict the ability o f some surviving spouses to elect to
treat decedents’ IRAs as their own.

•

Impose new reporting requirements on IRA trustees.

The following list is not necessarily inclusive o f all areas affected
by the rule changes.

Area Affected
by Rule Change 1987 Old Rules
Penalty on late No penalty
distributions exceptions

Final Regulations
EffectiveJanuary 1, 2003
New Proposed
Regulations Effective
Adoption required
January 1, 2001
by 1/1/2003
Distributions can
be delayed without
penalty if—
• During the up-to18-month period, a
domestic relations
order is being
reviewed by a
qualified retirement
plan’s administrator.
• Annuity payments
are required to be
made from a life
insurance company
that is in a state
insurer delinquency
program.

No change from
proposed regulations

(continued)
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Area Affected
by Rule Change
Method
available
for computing
required
minimum
distributions
during the
participant’s
lifetime

1987 Old Rules

New Proposed
Regulations Effective
January 1, 2001

Calculated using
•
one of seven
complex formulas
chosen by the
taxpayer that
depends on the life
expectancy of the
participant and/or
beneficiary(ies).
The amount can
vary significantly
depending on
the formula used
(recalculation versus
no recalculation of
life expectancy of
the participant and/or
participant’s spouse
in some instances) and
the specifics of the
beneficiary designation
(whether a
beneficiary exists,
whether there is more
than one beneficiary,
or whether the
spouse is the sole
beneficiary).

Final Regulations
EffectiveJanuary 1, 2003
Adoption required
by 1/1/2003

A uniform table is
No change from
used to standardize proposed regulations.
the calculation. The However, the IRS has
life expectancies
issued new life
used in the uniform expectancy tables,
table are the joint
which contain slightly
life expectancies of
longer life expectancies
the participant and
than the old tables. [These
another individual
new tables are provided
who is ten years
in the Supplement to IRS
younger than the
Publication 590.]
participant. Each year For example:
the account balance
• The new uniform table
at the end of the
(Table III) has a life
preceding year is
expectancy of 27.4
divided by the life
years at age 70,
versus 26.4 years in
expectancy from the
uniform table using
the old table.
the participant’s age • The joint and single life
at the end of the
tables have also been
distribution year.
updated for the first time
since 1986. For example,
This uniform table
is used regardless of
the single life expectancy
whether the account’s (Table I) for an individual
age 70 is 17.0 years
designated beneficiary
instead of 16.0 years.
is the participant’s
spouse and regardless
of the age difference These new tables can be
between the account used to calculate 2002
required minimum
owner and
Also, under the
beneficiary.
recalculation
distributions, and
method, the
must be used to compute
• Exception: A joint
designated
life expectancy
2003 distributions.
beneficiary may be
table using the
required to distribute actual ages of the
the entire balance
participant and the
in the account by
participant’s spouse
December 31 of
is used if the spouse
the year after the
is both the sole
participant dies.
beneficiary an d more
than ten years younger
than the participant.
(This results in a lower
required distribution
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Area Affected
by Rule Change

1987 Old Rules

Final Regulations
EffectiveJanuary 1, 2003
New Proposed
Adoption required
Regulations Effective
by 1/1/2003
January 1, 2001
than the new uniform
table described above.)
For the above scenarios,
the amount distributed
in year of participant’s
death is not influenced
by the death of
participant. Thus, there
is no highly taxable
lump-sum distribution
of remaining funds to
beneficiary.

Deadline for
choosing a
method of
calculation

In all cases,
the deadline is
the participant’s
required beginning
date, which is
April 1 of the
calendar year
following the year
the participant
reaches age 7 0 ½ .

There is no irrevocable
decision for the
participant to make
at a certain age. Due
to the aggregate
applicability of the new
table, beneficiaries
can be changed after
the required beginning
date and in some
cases even after death
without the change
affecting the amount
of the required
minimum distribution.
Thus, for participants
who are still living at
the required beginning
date, the only
requirement is making
the required minimum
distribution.

No change from proposed
regulations. However,
certain calculations have
been simplified.
For example:
• Beginning in 2003,
distributions taken on
April 1 will no longer
have to be subtracted from
the previous December 31
balance before calculating
the second calendar year’s
distribution.
• Contributions made after
January 1 for the prior
year no longer have to be
added back to the prior year
December 31 balance
except for rollovers and
recharacterized conversion
amounts which are not in
any account on December 31.

Finalization
date of account
beneficiaries for
IRA, defined
contribution
plans, and
qualifying
trusts

Identification of
the beneficiary has
to take place
before the earlier
f the account
o
owner’s death or
the required
beginning date

Finalization occurs at
the end of the calendar
year (December 31)
subsequent to the year
of the owner’s death.
• Exception 1. If the
spouse is sole
beneficiary,

The finalization date for
account beneficiaries has
been changed to
September 30 subsequent
to the year of the owner’s
death. This provides
time necessary to
calculate and process

(continued)
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Area Affected
by Rule Change 1987 Old Rules

Length of
payout for
designated
beneficiaries

New Proposed
Regulations Effective
January 1, 2001

Final Regulations
EffectiveJanuary 1 ,2003
Adoption required
by 1/1/2003

(April 1 of the
calendar year
subsequent to the
year the
participant
reaches age 70½).

distributions begin
on the later o f
December 31 of the
year the owner would
have reached 70½, or
December 31 of the
calendar year
subsequent to the year
of the owner’s death.
• Exception 2 . For
lifetime annuities,
finalization occurs at
the annuity start date,
even if that date is
after the required
beginning date.
These options provide
greater flexibility and
post-death estate
planning opportunities
including extra time to
provide necessary
documentation to a
plan administrator or
IRA trustee.

the required minimum
distribution by the
deadline date of
December 31.

Different maximum
payout periods
apply.They depend
on variables such as
the designated
beneficiary named
(spouse or other),
whether or not
recalculation is
chosen, or whether
the owner died
before or after the
required beginning
date. (As stated
above, the
identification of
beneficiary must take

Starting with the required
distribution for the year
following the year in
which the participant
dies, the distribution
period uses the life
expectancy of the
designated beneficiary.
The life expectancy
used is the single life
expectancy of the
designated beneficiary
as of December 31 of the
year after the year of
the participant’s death,
reduced by one in each
subsequent year. Unlike

The distribution period is
the longer o f the life
expectancy of the
beneficiary or the deceased
account holder. Thus, if the
beneficiary is older than the
account holder, this results
in a longer payout. As
previously mentioned, the
new single life expectancy
table (Table I in the
Supplement to IRS
Publication 590) can be
used to determine the life
expectancy of the
designated beneficiary in
computing 2002 distributions.
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Area Affected
by Rule Change

1987 Old Rules
place before the earlier
of account owner’s
death or required
beginning date.)

New Proposed
Regulations Effective
January 1 ,2001
prior rules, it does not
matter whether the
account owner dies
before or after the
required beginning date.
This allows for longer
payouts and reduced
taxes in some situations,
since the period is the
beneficiary’s life
expectancy rather than
the owner’s remaining
distribution term.

Final Regulations
EffectiveJanuary 1 ,2003
Adoption required
by 1/1/2003
The new table must be
used beginning in 2003.
As a result of the 1987
default rule, some
beneficiaries did not
commence distributions under
the life expectancy rules.
Therefore, the final
regulations provide a
transition rule that permits
beneficiaries subject to the
five year rule under the
1987 regulations to switch
to the life expectancy rule,
provided that all amounts
that would have been required
to be distributed under
application of the life
expectancy rules are
distributed by the earlier of
December 31, 2003 or the
end of the five year period
following the year of the
employee’s death.

No change from proposed
The Default Rule:
The Default Rule:
Length of
• If the account owner regulations.
payout when • If the account
dies after the required
no beneficiary owner dies after the
required beginning beginning date, the As a result of the 1987
is named
(includes
payout period for
default rule, some
date, the payout
the year the owner
beneficiaries did not
charities and
period is based on
nonqualifying
dies is the owner’s life commence distributions
the period in effect
expectancy as of
under the life expectancy
trusts)
at owner’s death.
December 31 of that rules. Therefore, the final
• If the account
owner dies prior to year (as determined regulations provide a
transition rule that permits
required beginning using the uniform
table). The payout
beneficiaries subject to
date, the entire
period for each
the five year rule under
account balance
subsequent year is the the 1987 regulations to
generally must be
life expectancy period switch to the life expectancy
distributed by
used in the year the
rule, provided that all
December 31 of the
year that contains
owner died, reduced amounts that would have

(continued)
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Area Affected
by Rule Change

1987 Old Rules
the fifth anniversary
of the owner’s death.

New Proposed
Regulations Effective
January 1, 2001
by one for each
year that has lapsed.
• If the account owner
dies prior to the
required beginning
date, the entire account
balance generally must
be distributed by
December 31 of the
year that contains
the fifth anniversary
of the owner’s death.

Final Regulations
EffectiveJanuary 1 ,2003
Adoption required
by 1/1/2003
been required to be distributed
under application of the
life expectancy rules are
distributed by the earlier
of December 31, 2003,
or the end of the five year
period following the year of
the employee’s death.

Distribution
options upon
death of the
designated
beneficiary

In certain instances, The designated beneficiary No change from proposed
may now, after the death regulations.
distributions are
accelerated.
of the participant,
designate a subsequent
beneficiary who will
obtain the remaining
distributions if the
beneficiary dies prior to
full distribution. The
remaining distributions
are not accelerated and
are paid out over the
fixed life expectancy of
the original beneficiary.

Inherited IRA
treatment for
surviving
spouses

Surviving spouses
may elect to treat the
entire inherited IRA
as her or his own
IRA, but only if the
survivor is the sole
beneficiary an d has
unlimited right to
withdraw from the

This election is
permitted if the
surviving spouse
contributes to the
IRA or does not
take the required

Surviving spouses may
elect to treat the entire
inherited IRA as his/her
own IRA, but only if
the survivor is the sole
beneficiary an d has
unlimited right to
withdraw from the

Surviving spouses may
elect to treat the entire
inherited IRA as his or
her own IRA, but only
if the survivor is sole
beneficiary an d has
unlimited right to
withdraw from the account.

This election is permitted
only after the distribution
of the required minimum
amount for the account,
if any, for the year of the
owner’s death. However,
when a trust is the

This election is permitted
at any time after the IRA
owner’s death. (Note that
the required minimum
distribution for the calendar
year of the IRA owner’s
death is determined
assuming the IRA owner
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Area Affected
by Rule Change

1987 Old Rules

Final Regulations
EffectiveJanuary 1, 2003
New Proposed
Adoption required
Regulations Effective
by 1/1/2003
January 1, 2001

beneficiary of an IRA,
minimum
the spouse does not have However, when a trust is
distribution for a
year as a beneficiary. the option to treat the the beneficiary of an IRA,
the spouse does not have
IRA as his/her own.
the option to treat the IRA
as his/her own.
Starting in 2004, Form
5498 must reflect that the
IRA owner was required to
take a distribution. However,
in a change from the proposed
regulations, the actual
amount of the distribution
is not reported to the IRS.
By January 31, 2003, the
institution must either send
a report to the IRA owner,
which either indicates the
distribution amount or
inform the owner that a
distribution is required for
2003 and that the distribution
amount is available upon
request. Check IRS Notice
2002-27 for further details.

New IRA
trustee and
custodian
requirement

Banks, investment
companies, insurers,
and other IRA
providers have no
obligation to provide
owners or the IRS
with the required
minimum
distribution amount.

Starting with 2002,
IRA trustees and
custodians must report
the current-year
minimum distribution
amount to both owners
and the IRS. (This is
required for all IRAs,
regardless of whether
the IRA owner is taking
distribution from all
IRAs. The IRS has
issued specific
instructions about this
reporting requirement.)

Postmortem
planning
opportunities

No postmortem
planning available
since beneficiary
designation occurs at
the earlier of the
account owner’s
death or the required
beginning date
(April 1 of the year
after the participant
reaches age 70½).

If there are multiple
See CFR Parts 1, 54,
beneficiaries, separate 602 for further clarification
accounts can be
on postmortem planning
established prior to
opportunities
December 31 in the year
following the year of
the participant’s death.
This allows each
beneficiary to take
required minimum
distributions based
upon his or her single
life expectancy. If
separate accounts are not
established, the payout
period is based upon the
oldest beneficiary’s life

(continued)
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Area Affected
by Rule Change

1987 Old Rules

New Proposed
Regulations Effective
January 1, 2001

Final Regulations
EffectiveJanuary 1, 2003
Adoption required
by 1/1/2003

expectancy. A strategy
for combined accounts
is to have an older
beneficiary (or
nonindividual
beneficiary) disclaim
benefits or take a payout
allowing all other
beneficiaries to take
required minimum
distributions based
upon the life expectancy
of oldest remaining
beneficiary. This is
especially helpful if there
is a large age difference
between the first and
second oldest beneficiary.
(If two beneficiaries
are married, there may be
exceptions to this strategy.)

Summarization: Adoption of the Rules
Remembering that the IRS would rather have you pay them
more money, taxpayers can still use the older rules that have been
passed. In general, for the 2002 calendar year distributions one
can use the 1987 old rules (first column), the proposed new rules
(second column) or the final rules (third column). The final rules
are effective January 1, 2003.
Exceptions may occur in certain areas. For example, those who
inherited IRAs from owners who were deceased may be able to
make elections that vary. Also ensure that IRA owners and retire
ment plan participants with trustee and employer plans have
adopted the rules. It is important that your clients clearly under
stand their options.
CPAs should ensure that their clients change their methodology
if they haven’t already adopted the rules. Taxpayers are now better
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able to plan their retirement distributions by taking advantage o f
the greater flexibility available under the new rules. In most cases,
the new rules lower the required minimum distributions and,
with proper planning, significant tax savings may be possible.

The Pros and Cons of 529 Plans
A certain type o f savings vehicle, the 529 plan, is becoming very
attractive to investors as a result o f the 2001 tax law that made
withdrawals tax-free when used for higher education expenses.

How the Plan Works
A person can donate up to $55,000 lump sum per individual
($110,000 for married couples), once every five years. (One usu
ally cannot gift more than $11,000 per individual in a single
year.) The governments idea is to let a donor be able to submit a
large lump sum to grow tax-free for individuals for school. For
example, if Jenny is a sophomore in high school, her grand
mother can put $55,000 away in 2002 instead o f only $11,000 to
grow over the next few years. The plans themselves operate like
tax-free mutual-fund portfolios, with a limited number o f choices
that include aged-based portfolios that reduce equity exposure as
the beneficiary nears college age, to portfolios that are a combina
tion o f equity and fixed-income securities.
Your clients may ask to initiate 529 plans this year to avoid estate
and gift tax consequences. The many advantages o f 529s make it
easy for clients to stuff large amounts o f money into 529s without
estate and gift-tax consequences. The below example illustrates a
common abuse possible with the 529.

Case Study
Mr. and Mrs. Evader want to minimize their estate tax. They have
two children and six grandchildren. They transfer $880,000 out of
their estate into separate 529s for each recipient. (That’s $110,000,
the married limit, times 8). Down the road, the two children can
switch their own accounts to the grandchildren because the benefi
ciary can be switched at will. This allows more than $110,000 to
be put into each grandchild’s account. When the children reach
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college, the Evaders hope to pay the costs o f college directly, so that
their inheritance is passed down without tax.
There is a fine line between following the rules and taxation
abuse. You need to ensure that your client is not taking advantage
o f the rules. This could come back and haunt them later if moti
vations are not for educational purposes, as the IRS is likely to
close existing loopholes. Currently, most state plans have lan
guage that allows states to terminate the account if it is not in
tended for education.

Advantages of 529 Plans
529 plans provide numerous advantages including the following:
•

Earnings grow tax-free.

•

When the beneficiary pulls the money out for school pur
poses, it is tax-free.

•

Unlike other education vehicles, contributions to 529
plans are not sharply limited. The maximum contribution
can be as much as $235,000.

•

There are no limitations on age or income.

•

There are no gift-tax implications on amounts o f $55,000
($110,000 for marrieds) or under.

•

The owner controls the account and authorizes all expendi
tures. If Joe Junior wants to use the money to buy a fancy car
instead of school, his grandfather can veto the transaction.

•

If the child beneficiary wins a scholarship to college, the
saved money can be withdrawn without penalty.

•

The account owner can switch beneficiaries at any time.

•

The owner can pull the money out o f a 529 at any time,
though he or she will have to pay income tax on earnings
and a 10-percent penalty.

•

Funds can be used for mid career or postretirement educa
tion in many states and owners can designate themselves as
beneficiaries o f a 529. If a doctor wants to get an MBA, he
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or she can put tens o f thousands into the plan and then
withdraw the amount.
•

There is no time limit in many states as to when the 529
money must be used.

•

Assets in 529s do not have major impact on financial aid
qualification, in contrast to prepaid tuition plans and Edu
cation IRAs. Prepaid plans are considered a resource that
reduces a family’s aid eligibility, dollar for dollar. Savings
plans are treated as parental assets o f which only 5.6 per
cent is considered available for college costs each year.

•

About 40 states now offer 529s and you do not have to live
in that state to enroll. However, you may wish to advise
your clients to stay in state. Some states with high taxes,
such as New York and Michigan, allow state deductions for
plan contributions. The SavingsForCollege.com site lists
each state’s laws on state tax deductible or nondeductible
contributions and on state tax exemption or nonexemp
tion withdrawals.

Some Disadvantages
Nevertheless, 529 plans hold some disadvantages, as follows:
•

Investors can be caught up in the wide array o f plan
choices. Ensure that you are familiar with all aspects o f
529s or consult an investment specialist.

•

Investors should not be blinded by the current tax-free sta
tus o f withdrawals. The current tax law governing 529s ex
pires at the end o f 2010. Unless Congress extends the law,
529 plans withdrawals in 2011 and thereafter will no
longer be free o f federal tax. If a person is thinking o f sav
ing beyond 2010, 529 plans may not be advantageous.

•

Choose the particular plan wisely as some states do not
offer diversified portfolio options.

•

An elder’s 529 plan could be viewed as a countable re
source in determining an individual’s eligibility for Medic
aid. This is because the accounts are revocable. Moreover,
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any withdrawals made by grandchildren within three years
o f the Medicaid application may be subject to the Medicaid
gift penalty, fu rther disqualifying the elder from Medicaid.
•

Note that the IRS has yet to issue final 529 regulations,
which could crack down on the most aggressive strategies.
Improper use o f 529 plans can already trigger taxes and
penalties, and some strategies can even create gift-tax lia
bilities for beneficiaries.

ElderCare Practice Expansion and Risk
Management Techniques
CPAs are concerned that expansion into the eldercare realm will
increase CPA practice risk exposure. The following section dis
cusses specific risk exposures you may face and how to address
them when delivering service to your clients. For example, some
o f the risk management approaches will involve communications
with your clients. Engagement letters and the concept o f full dis
closure are important considerations. Other tactics involve risk
transfer techniques such as commercial insurance. You need to
protect yourself and your associates in a way that allows you to
focus on practicing your profession in a manner satisfactory to
both you and your clients. It is impossible to extract all risks from
your CPA practice; however, many risks can be mitigated so that
you can concentrate on delivering your best service to your
clients. The very act o f providing excellent service is a core risk
management strategy for any firm.

The Roles of an Insurance Agent
An insurance agent becomes imperative if a firm expands to in
clude an eldercare practice. First, just as a geriatric care manager is
crucial to your practice in eldercare management, an insurance
agent is equally crucial for providing customer services. There are
many insurance issues that concern your client and you will need
the resources o f an insurance expert. These include such diverse
matters as the amount o f long-term care insurance owned by the
elderly person and whether the workers caring for the elder in the
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home have appropriate workers’ compensation insurance. Evalu
ating these matters and advising the client are within the profes
sional scope o f an insurance agent. If someone in your firm is not
a licensed insurance professional, you should treat the referral to
such a person as you would any other referral involving the elder.
Second, the role o f your firm’s insurance agent is expanded be
cause an eldercare practice may expand traditional insurance risks
as well as adding potential new exposures. A knowledgeable in
surance agent is necessary for you to obtain the necessary com
prehensive coverage for your firm.

ElderCare Effects on Traditional Property and Casualty Risks
You may already be quite familiar with the risks associated with
the traditional practice o f any business. What you may not know
is that eldercare brings into play some new exposures that are un
precedented. The new exposures may already be covered under
some o f your firm’s existing insurance policies. Therefore, you
should consider existing as well as new insurance issues when
evaluating your developing practice in order to set up an appro
priate risk management strategy.
Among your exposures as a CPA are property loss from fire and
theft and the liability arising out o f bodily injury to others that
occurs in your office or company-owned vehicle. Still other risks
involve economic loss to your firm arising from the death or dis
ability o f your partners or employees. A good place to find inven
tories o f these exposures is in articles on starting a CPA practice.
One such article is on the Web site o f the AICPA Insurance Pro
gram administrator, Aon Insurance Services. The U R L is
www.cpai.com/busneeds/syocpa.php#ic. The article focuses on
many issues including professional liability, employment prac
tices, and life insurance. The following is a listing o f general busi
ness insurance and its related exposure. It was developed by Aon
Association Services and is excerpted here. The list is on the Web
at www.asae-aon.com/askdetail.php. Your insurance agent may
also have such a tool for your use. We have listed how practicing
eldercare affects the insurance areas.
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Building insurance. Coverage should
be for risks of direct physical loss on
a replacement cost basis (no
deduction for depreciation).

Your ElderCare practice will not
change this insurance exposure
unless you simply grow and
require more space.

Contents insurance (businesspersonal
property). Coverage is for risks of direct
physical loss on a replacement costs
basis (no deduction for depreciation).
Coverage is purchased to cover your
office furnishings and equipment,
improvements, and betterments.
Computer equipment. Coverage is for
computer hardware and software. It
can also be amended to cover your
extra expenses needed to continue your
computer-based operations following
a covered loss.

No effect. You should not have
equipment in your office unique to
your ElderCare practice.

Valuable papers and records. Coverage
is available for reimbursement of the
costs to reproduce information found
within books of accounts, mailing
lists, and other business records
damaged or destroyed by a covered
loss. This is a very important
consideration for all aspects of
your practice.

Your records will become more
imperative if you keep wills and
other documents on file for your
ElderCare clients.

Business income. This provides
coverage for your loss of net profit or
income as a result of a covered loss at
your premises. For example, a fire that
destroys your office would curtail your
ability to realize revenue.

Affects necessary coverage insomuch as
ElderCare increases your profits/losses.

Extra expense. Insurance provides
reimbursement of those expenses
necessarily incurred to keep your office
functioning at its fullest capacity after
an insured loss. This coverage can also
be combined with business income
insurance
Accounts receivable. If your billings
and records of accounts receivable were
destroyed, you would indeed be at a
loss. Accounts receivable insurance
would reimburse you for the

No effect.

No effect.

No effect.
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outstanding accounts you would not
be able to collect.
Inland marinefloaters. Insurance is
available to cover camera equipment,
valuable works of art in your offices,
and other property you take away from
your office premises.

No effect.

Crime insurance. Crime protection is
available in several different forms and
can be tailored to cover your particular
situation. Employee dishonesty
(fidelity) insurance provides coverage
for you in the event of a sustained loss
resulting from the fraudulent or
dishonest act of an employee.

If you have employees who visit your
ElderCare clients at their residences
and/or who handle client assets, you
need to consider this insurance. You
may purchase it as a stand-alone bond
or as an endorsement on your
professional liability insurance policy.
(Professional liability is discussed in
the next section.)
Affects ElderCare practice in individual
areas, as specified below.

Commercialgeneral liability. Insurance
protection is available against third-party
bodily injury and property damage
claims arising from your premises or
operations. It is important to note the
focus on “bodily injury and property
damage.” This is discussed later in the
chapter. A commercial general liability
policy has many parts:
Personal injury provides protection
No effect.
against claims involving false arrest,
detention, malicious prosecution,
libel, slander, or defamation of character.

•

• Products/completed operations

No effect.

•

No effect.

protects against claims arising from
the selling, distribution, serving, or
giving away of any type of product.
Fire legal liability protects you if you
do not own the building you occupy,
in the event you are held legally liable
for fire damage to the premises.

• Medicalpayments will provide for

More necessary due to frailty of your
elderly clients.

the reimbursement of medical
expenses for a third-party injury
on your premises, regardless of your
legal liability.

(continued)
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Other important considerations with regard to commercial general liability coverage
are as follows:
• Your employees and volunteers should be included as additional insureds.
• If you lease, the lease agreement may require that the landlord be named as an
additional insured.
• Claims arising out of “professional services” are normally excluded.
Nonowned and hired automobile
If you or your employees transport
insurance. This is protection for the
your elder clients, you need this
firm if employees or other persons are
coverage. From a liability perspective,
involved in an accident while using
transporting clients is a high-risk activity.
their own automobiles on your
business or cars rented in your name
for business trips. The injured party
may very well name your firm as a
party to the suit.
Owned automobiles or long-term
leased automobiles. This is insurance
for any automobiles owned or leased
by your firm.

No effect.

Workers’ Compensation. This
mandatory coverage is for work-related
injuries sustained by your employees.

Since your employees may be visiting
your ElderCare client’s home, and the
home may be not in good condition,
this coverage may become more
crucial with the addition of an
ElderCare practice.

Umbrella liability. This is additional
liability coverage over and above your
primary commercial general liability,
automobile liability, and employer’s
liability (under workers’ compensation).
It increases the limits available to you
on each underlying policy without
otherwise changing the coverage.

See individual categories, above.

Managing Professional Liability Risk
In addition to the traditional risks listed above that are a part o f
any business, you also have a professional liability exposure re
lated to your special expertise and the duty owed to your clients
and third parties. For example, audit engagements present an ele
vated risk o f malpractice claim. Tax work is fraught with technical
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challenges that, if not handled properly, can result in interest and
penalties for which your client may hold you responsible.
Much o f your professional liability risk can be managed through
common sense. If you were to stop and think, you would easily
identify some o f the best risk management ideas. Be technically
proficient, be thorough and careful, keep good records; communi
cate often with your client, and disclose every relationship that
might be viewed as a potential conflict o f interest. You might even
see that you should have a unique comprehensive letter o f agree
ment for every engagement, spelling out the scope o f the work
and the mutual understandings and expectations o f all parties.

The Importance of Communication
One o f the most important issues in eldercare engagements is
communication. Your elder client may have diminished mental
capacity. Does the client understand your recommendations?
There may be others involved in the care o f the elder— relatives
living at a distance from the elder person, for example. How will
they know what you will be doing (and not doing) and what to
expect? Consider these thoughts paraphrased from “Effective
Communication: The Best Medicine to Avoid Litigation?”—-an
article by John McFadden and Joseph Wolfe, risk management
consultants with the underwriter o f the AICPA Professional Lia
bility Insurance Program, CNA.
•

Don’t send the engagement letter through the mail. Before
the work starts, meet with your client, explain its contents,
and give the client an opportunity to ask questions.

•

Before the work starts, meet with your client and explain
your plan for the engagement. When will it start? How will
it progress? When do you plan to finish? Explain what
you’ll need from the client and when.

•

Periodically throughout the assignment, meet with the
client to report on the status o f the engagement. Provide
the client the opportunity to comment on how things are
going. It’s easier to address and fix problems if they are
identified early.
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•

Don’t just mail or deliver a tax return or a written report.
Meet with the client and explain the contents. Provide in
formation to the client to explain any unexpected, special,
or unusual circumstances that may have been encountered.

•

Ask the client if the work went satisfactorily. Provide an
opportunity for the client to ask questions and comment
on the assignment. Keep the lines o f verbal communica
tion open.

The complete article can be found at www.cpai.com/newslet
ter/newsletter_indexadmin.php?id=31.
The AICPA program provides guidance to its insured firms on
this subject. See the Program Web site at U RL www.cpai.com, in
the Policyholder Resource Center. Furthermore, via a Program
hotline available to policyholders, (800) CNA-8060, experienced
risk managers can be consulted on the specific issues peculiar to
the engagements o f insured firms.
Tailor your letter to the engagement. Do not simply use a boiler
plate engagement letter. Tailoring will help minimize the risk of
fuzzy understanding by the client about the work. They will ap
preciate it.
You may employ the best risk management practices and still get
sued. If that occurs, you will quickly discover that maintaining
appropriate professional liability insurance is very important. Ex
perienced claim professionals will investigate the claims made
and assign skilled defense counsel to protect your interests.
Claims professionals are specialists and will move the process
along as expeditiously as possible. Then, you can get on with your
practice. You should, o f course, stay involved in the claim
process. However, your representation by experts reduces the
pressure on you and your firm.

The AICPA Professional Liability Insurance Program
The AICPA established the Accountants Professional Liability In
surance Program in 1967 so that quality professional liability in
surance would be available to AICPA members. With the high cost
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and serious consequences o f a professional liability lawsuit, com
prehensive protection is especially important for CPA firms today
N ote: The overall management o f the AICPA Program is
guided by the AICPA Professional and Personal Liability In
surance Programs (PLIP) Committee, comprising CPA practi
tioners. T he PLIP Com m ittee meets regularly with Aon
Insurance Services, the National Program Administrator, and
Continental Casualty Company, the program underwriter and
one o f the C N A insurance companies, to oversee all aspects o f
the coverage.

The Professional Liability Insurance Program features plans that
provide comprehensive coverage tailored to meet the diverse
needs o f CPA firms o f all sizes and areas o f practice. More ac
countants get their professional liability insurance from the pro
gram than from any other sponsored plan. The plans are on the
cutting edge in regards to addressing CPA needs. Some plans now
include bodily injury for eldercare exposure and provide options
relating to your risk in working with outside contract profession
als such as geriatric care managers and social workers. The plans
available include:
•

The CPA Value Plan is for firms with up to three account
ing professionals and annual revenues o f up to $300,000

•

The Premier Plan for firms with unique coverage needs or
more than three accounting professionals and annual rev
enues in excess o f $300,000. This plan also provides cover
age for other professionals in the firm, such as
Employment Retirement Income Security Act o f 1974
(ERISA) plan fiduciaries, life insurance agents, real estate
agents and registered representatives.

•

The Large Firm Unit Plan is for the top hundred firms (ex
cluding top tier) and firms with specialized needs.

The AICPA Professional Liability Insurance Program can help
you address the aforementioned exposures you face when per
forming CPA eldercare services. If you are insured with another
company, be sure to speak with your agent about your exposure
and how coverage will apply.
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For more information about the AICPA Professional Liability In
surance Program, call your local representative or, if you prefer,
Aon Insurance Services at (800) 221-3023.
As you develop your eldercare practice, be certain you have con
sidered the exposures associated with this service area, some o f
which ordinarily do not arise in the practice o f public accoun
tancy. Recognize that you will be working with professionals out
side the accounting profession who are not bound by similar rules
o f ethics. They may relate to clients differently. Some o f the expo
sures associated with eldercare are unprecedented in the world o f
public accounting and must be addressed with your insurance
agent and carrier. You can protect yourself, however, and engage
in rewarding relationships with all your CPA eldercare clients.
The AICPA Practice A d entitled CPA ElderCare: A Practitioner’s
Resource Guide contains additional information on risk exposure.

Guardianships and Trusteeships
Guardianships
In an eldercare practice, you may be confronted with a request to
become a legal guardian for an elderly person. This responsibility
is great. Depending on the laws o f your state, you would likely be
held responsible for the physical well-being o f the individual.
Such responsibility is not to be taken lightly. From a risk manage
ment perspective, you are well advised to decline any request to
become a guardian for one o f your clients. It would position you
too closely to the client and possibly impair your objectivity. Fur
thermore, this responsibility is definitely not within the practice
o f accountancy. As such, it will not be a covered service in the ac
countants’ professional liability insurance policy. Do not expect
your policy to provide coverage.

Trusteeships
Some professional liability policies, the AICPA program in
cluded, provide coverage for serving as a trustee for personal
trusts, that is, trusts established for the benefit o f an individual or
set o f related individuals. The AICPA Program also includes in
that category IRS-defined charitable remainder trusts. A s an es
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tate planning or succession planning strategy, many individuals
establish trusts and ask their CPA to serve as trustee. Trustees as
sume a fiduciary duty to the beneficiaries o f the trust. If estate
planning or succession planning services are requested in con
junction with an eldercare engagement, consider carefully how, in
hindsight, the trust beneficiaries may view your objectivity in
performing these services if you are responsible for managing the
assets o f the trust upon the death o f your client. Under most cir
cumstances, it is prudent to either assist the client with estate
planning or serve as the trustee o f their trusts rather than agreeing
to perform these services together.
Be sure to check your policy coverage before agreeing to serve as a
trustee. Read the definition o f a trust or trustee in the policy
and/or consult your insurance agent or broker.

The Resource Zone
Practice Aid, courses, expert advice, and other resources available to
ElderCare CPAs.

Help Desk Contacts
The ElderCare Service Development Task Force welcomes your com
ments and questions about the emerging practice area of CPA ElderCare services. The following table provides contact information.
Name

Address

Phone/Fax/E-mail

George A. Lewis
Chair

Broussard Poche Lewis
Phone: (337) 988-4930
& Breaux
Fax: (337) 984-4574
4112 West Congress Street E-mail: galbplb@aol.com
Lafayette, LA 70506

Robert L. Burton

LeMaster & Daniels PLLC Phone: (509) 928-1714
8817 E. Mission
Fax: (509) 928-1909
E-mail: burtob@
Spokane, WA 99212
lemaster-daniels.com
The Canadian Institute of Phone: (416) 204-3238
Chartered Accountants
Fax: (416) 977-8585
277 Wellington Street West E-mail: karen.duggan@cica.ca
Toronto, Ontario M5V 3H2
Canada
(continued)

Karen Duggan
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Name
Michael Epp

Mitchell Freedman

Address

Phone/Fax/E-mail

Hawkings Epp Dumont,
Chartered Accountants
Suite 101
17107-107 Avenue
Edmonton, Alberta
Canada T5S 1G3
Mitchell Freedman
Accountancy Corporation
15260 Ventura Boulevard
#940
Sherman Oaks, CA 91403

Phone: (780) 489-9606
Fax: (780) 484-9689
E-mail: epp@hed-edm.com

Phone; (818) 905-0321
Fax: (818) 789-0484
E-mail: mitchpfs@
mfac-bizmgt.com

W. (Bill) A.M. Hyde

Millard Rouse and
Roseburg
P.O. Box 367
96 Nelson Street
Brantford, ON
Canada N3T 5N3

Phone: (519) 759-3511,
ext 224
Fax; (519) 759-7961
E-mail: bhyde@millards.com

Kelly G. Lohn

Lohn Caulder
200-837 Homer Street
Vancouver, BC
Canada V6B 2W2

Phone: (604) 687-5444
Fax: (604) 688-7228
E-mail: klohn@
lohncaulder.com

Jay H. Kaplan

Jay H. Kaplan, CPA
145 North Church Street
Spartanburg, SC 29306

Phone; (864) 489-4343
Fax: (864) 489-1164
E-mail: jkaplan@
jaykaplancpa.com

Armand Ostroff

Ostroff Consulting
4050 Westport Road
No. 208
Louisville, KY 40207
Paul Pethick
Soberman, Isenbaum
& Colomby
2 St. Clair Avenue East
Suite 1100
Toronto, ON
Canada M4T 2T5
Philip G. Sanders
Tarpley & Underwood
ElderCare Advisors
3091 Governors Lake Drive
Suite 400
Norcross, GA 30071
Michael David Schulman Schulman Company, CPA, PC
(PFP Liaison)
70 West 36th Street
Suite 1402
New York, NY 10018
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Phone: (502) 899-9488
Fax: (502) 899-9488
E-mail: aostroff@
insightbb.com
Phone; (416) 964-7633
Fax: (416) 964-6454
E-mail: ppethick@
soberman.com

Phone: (770) 447-2708
Fax; (770) 447-2719
E-mail: psanders@t-u.com

Phone: (212) 736-9353, X201
Fax: (212) 736-9346
E-mail: michael@
schulmancpa.com

N am e

Kimberly Smith

Cairine Wilson

Tony Pugliese
Vice President
Member Innovation
Anat Kendal
Director
Financial Planning
Member Innovation
Ann Elizabeth Sammon
Senior Manager
Member Innovation

A dd ress

P h o n e/F ax /E -m ail

Kimberly Smith
& Associates
PO Box 105
104 Auburn Road
Hawthorn, Victoria, 3122
Australia
The Canadian Institute of
Chartered Accountants
277 Wellington Street West
Toronto, Ontario M5V 3H2
Canada
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775

Phone: (613) 9818-8166
Fax; (613) 9818-8144
E-mail: advice@
kimberlysmith.com.au
Domain: www.kimberly
smith.com.au
Phone; (416) 204-3349
Fax; (416) 977-8585
E-mail: cairine.Wilson@
cica.ca
Phone: (212) 596-6083
Fax: (212) 596-6233
E-mail; apugliese@aicpa.org

American Institute of CPAs Phone; (201) 938-3555
Harborside Financial Center Fax: (201) 521-5430
E-mail: akendal@aicpa.org
201 Plaza Three
Jersey City, NJ 07311-3881
American Institute of CPAs Phone: (212) 596-6142
1211 Avenue of the Americas Fax; (212) 596-6233
New York, NY 10036-8775 E-mail: asammon@aicpa.org

Practice Aid
The AICPA Practice Aid entitled CPA ElderCare: A Practitioner's
Resource Guide is your best guide to help you successfully deliver
assurance services to the elderly and their families. The guidebook
is presented in a loose-leaf format to accommodate future updates
and resource materials. The guidebook answers your questions
about many issues in CPA eldercare services and presents the
nuts and bolts of practicing in this area. This user-friendly resource
is packed with unique features such as the following:
•

Two free PowerPoint presentations that can be customized
to fit your needs, including speaker notes to help your dis
cussions with potential clients and your staff

•

Sample documents, including a marketing brochure, press
release, engagement letters, nursing home checklist, re
ports, and assessment forms
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•

State-specific information, including phone numbers o f
state Medicare, Medicaid, Social Security offices, and
client referral sources

•

Chapters on applicable professional standards, reporting,
quality control, best practices and risk management.

•

Broad coverage o f vital areas, with such topics as choosing
a nursing home, long-term care insurance, and federal and
state programs for the elderly

Equip yourself with the knowledge o f key concepts, specialized
techniques, and extensive lists o f resources— and get yourself on
AICPA's list for supplements and update services. Call the AICPA
at (888) 777-7077, and ask for Product No. 022504kk.

Training Courses
The AICPA ElderCare Service Development Task Force has
worked with the AICPA's Professional Development Team to de
velop a series o f training courses designed to fulfill the multidisci
plinary needs o f the CPA eldercare services practitioner. The
following six seminar courses (also available in self-study text and
video formats) are currently available to meet your training needs.
•

Developing an ElderCare Practice (Product No. 730072kk,
text; 181641kk, video). This course provides an overview
o f the service and outlines the steps the CPA will need to
take to get started in the eldercare practice. The course also
introduces practitioners to the various disciplines with
which they need to be familiar in order to competently
provide CPA eldercare services.

•

ElderCare: The M edical an d Psychosocial Issues o f Aging
(Product No. 7 3 1405kk, text; 1 8 1 7 5 1kk, video). This
course gives the eldercare practitioner a working knowl
edge o f the most common physical and psychosocial ef
fects o f aging. Emphasis is placed on understanding how
aging affects the need for financial and social services. It
provides a structured approach to coordinating care from
government, private, or managed care programs.
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•

ElderCare Practice Management and Practice Development
(Product No. 7 3 14 14kk, text; 1 8 1 7 4 1kk, video). This
course addresses practice issues and marketing needs
unique to CPA eldercare services. Everything from engage
ment letters, checklists, and quality control for the elder
care practitioner can be found here.

•

ElderCare: The Fin an cial Issues o f Aging (Product No.
731411 kk, text; 181771kk, video). This course helps prac
titioners serve the planning needs o f their elderly clients
and addresses the most pressing issue for all elderly Ameri
cans today, selecting the kind o f care that is best for them
and being able to afford it. Emphasis is placed on the fi
nancial aspects; including the role o f long-term care insur
ance and vehicles for asset protection.

•

ElderCare: The Legal Issues o f Aging (Product No. 731408kk,
text; 181761kk, video). This course covers the legal struc
ture necessary to ensure quality care from government, pri
vate, or managed-care programs. An in-depth case study
gives you the opportunity to implement an assurance ser
vice engagement.

•

The Investment Planning Process (Product No. 730671kk,
text; 184450kk, video). This course describes structured
approaches to investment planning and prepares you to
provide investment advisory services to your clients. The
course helps you determ ine investment objectives. It
uses specific criteria to evaluate investment alternatives
as well as analyzing alternative risk models to satisfy in
vestors’ objectives.

In addition, you can gain valuable training from the follow
ing highly recommended continuing professional education
(CPE) courses:
•

Professional Ethics for CPAs (Product No. 731596kk). This
CPE course reviews the AICPA’s Code o f Professional
Conduct and its application in practice. It explains the rea
soning and application o f the Code and explains the fun
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damentals, definitions, implementation, and authoritative
bases o f the Code.
•

ElderCare: Tax, Health Care, and Asset Protection (Product
No. 732074kk). This practical course shows you how to
leverage basic tax and financial information into a wide
range o f custom value-added services, provides you with
ready-to-use analytical tools, and prepares you to meet
your client’s unique needs. Topics include an examination
o f various governmental programs for the elderly— includ
ing Medicare, Medicaid, Social Security— and how each
fits into an overall plan to protect clients’ assets against the
high cost o f a catastrophic illness. Strategies for transfer
ring assets in order to protect them, as well as income, gift,
estate, and trust tax issues are also discussed.

•

Todays Hottest Device in Estate Planning: The Family Lim
ited Partnership (Product No. 735264kk). This course
shows when and how to make the best use o f a family lim
ited partnership to protect client assets and reduce the es
tate tax burden by 35 percent or more. It includes
numerous examples and a comprehensive case study cover
ing all aspects o f a family limited partnership.

Call the AICPA at (888) 777-7077 to order these valuable train
ing courses.

Information and Referral Research Tool
LifeCare.com, a leader in the work-life benefits field, provides
their online services to CPA eldercare practitioners who are
members o f the AICPA Personal Financial Planning Membership
Section. The service is called the AICPA LifeCare Professional
Subscription.

LifeCare.com offers work-life information and related resources
twenty-four hours a day, seven days a week through its Web site.
Members can customize the site information to receive a constant
news feed that fits their professional interests. This site contains a
library o f more than 40,000 pages of information on issues related
to adult care, senior health, special needs, financing life events, and
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more. You can locate nursing homes, home health care agencies,
and other service providers either in your local market or across the
country. An “Ask the Experts” feature allows you to submit general
questions related to care facilities, senior health, and more.
In addition to the use o f the LifeCare.com’s online service, mem
bers are eligible to utilize LifeCare.com’s assessment and compre
hensive referral service. To find out more about membership in
the Personal Financial Planning Membership Section o f the
AICPA, call (212) 596-6211.

Marketing ToolKit
Market your eldercare services with customizable, professionally
prepared client brochures, advertisements, and introductory let
ters. The ToolKit contains materials targeted to both your older
adult clients and the families or caregivers o f older adult clients.
Each set o f materials explains to your current or potential
clients what eldercare services are and how they can benefit
from them.
All you have to do is take the CD to your local printer and cus
tomize the brochures, ads, or letters with your firm name and ad
dress. The client brochure even lets you create a custom list of
services by adding or deleting specific information. If you choose,
you may customize the materials yourself utilizing QuarkXPress
and Adobe Photoshop. The CD is designed to be both PC and
Macintosh compatible for your convenience.
The ToolKit is currently undergoing revision and will be available
for purchase in November o f 2002. The Order Department
number is (888) 777-7077.

Web Sites
The following Web sites are useful places for the eldercare practi
tioner to conduct research about eldercare topics. These sites pro
vide numerous links to other sites related to aging and the aged.
For a more comprehensive list o f organizations related to aging
and the elderly, see chapter 10 o f the AICPA Practice Aid CPA El
derCare: A Practitioner's Resource Guide.
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Name of Site

Content

Internet Address

American Association
of Retired Persons

Advice and news site for
seniors

www.aarp.org

Access America
for Seniors

Allows seniors to request
government documents online,
provides resource information
about programs for seniors, and
provides links to other senior sites

www.seniors.gov

Administration
on Aging

Contains information on
many issues affecting the
elderly and their families. It is
a good starting point for
research and includes numerous
Internet links, as well as a
comprehensive resource
directory for elderly people

www.aoa.gov

American Geriatrics
Society

Information on issues
affecting the aged

www.americangeriatrics.org

American Institute
of CPAs

Extensive discussion can be
found here regarding assurance
services and the recent activity
of related committees and
task forces

www.cpa2biz.com
www.aicpa.org

American Society
on Aging

Organization of professionals
serving older adults; includes
archived copies of its publication
Aging Today
Site for caregivers that provides
medical, legal, and financial
advice, including resources for
caregivers
Site with numerous links to Web
resources for ElderCare
professionals and consumers

WWW.asaging.org

Aggregate site for funeral, burial,
mortuary and crematory
information
Information on the Medicare
and Medicaid programs for
consumers and providers
Information on Medigap policies
long-term care insurance
Annuity and insurance advice,
including portfolio performance

www.funeral.org

Care There

Elderweb Online

Funeral Industry

Health Care Financing
Administration
Health Insurance
Association of America
Insure.com
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www.carethere.com

WWW.elderweb.com

www.hcfa.gov or
www.medicare.gov
www.hiaa.org
www.insure.com

Name of Site
Medicare Rights
Center
National Association
of Area Agencies
on Aging

Law For All
National Association
of Social Workers
National Council
on Aging
National Council
on Aging

National Resource
and Policy Center
on Housing and
Long-Term Care

New LifeStyles Online

Content

Internet Address

www.medicarerights.org
Hotline run for assistance
with HMO conflicts
www.n4a.org
A source of information
about local area agencies on
aging, including numerous links
to local agencies and national
associations
www.nolo.com
Advice on wills, estates and
other elder legal issues
Information about social workers WWW.socialworkers.org
and links to other organizations
www.ncoa.org
Assistance and services to older
adults and researches issues
pertaining to the elder population
www.benefitscheckup.org
A new national council on
aging site that connects people
with billions of dollars in unused
public assistance, including
Medicaid, state benefits, Meals
on Wheels, and SSI
Site for the Home Modification
WWW.use.edu/go/hmap
Assistance Program, which
provides support for builders
and others to make alterations
to homes to allow for
independent living
A guide to senior residences and
WWW.newlifestyles.com
care options

Assisted Living Store

Sells canes, kitchen easy grip tools,
and other innovative helpers

SeniorCom

SeniorCom's Online Community www.senior.com
that provides products, services,
information and entertainment
to the fifty-plus market
Information about Medicare,
www.seniorlaw.com
Medicaid, estate planning, trusts,
and the rights of the elderly

SeniorLaw

Social Security
Administration
Visiting Nurse
Associations
of America

www.assistedliving.com

Social security information is
provided on this site

www.ssa.gov

Links to local visiting nurse
associations available on
this site

www.vnaa.org

(continued)
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Information on Illness,
Medication, Medical
Advice, and So On

Content

Internet Address

IntelliHealth

Advice about numerous medical
conditions can be found on
this site

www.intellihealth.com

CancerGuide

Question and answer help for
cancer patients

www.cancerguide.org

HealthAtoZ

A good search engine for
medical sites

www.healthatoz.com

Families USA

Offers State Drug Assistance
Programs as well as other health
information

www.familiesusa.org

Florida Health Stat

Official source of consumer health www.floridahealthstat.com
and human service agencies
Drug company site for low-income www.needymeds.com
prescription programs
Information on many medicines, www.rxlist.com
including side effects, is
available here

NeedyMeds
RxList

Information on Senior
Lifestyles and Activities
And So On
Elderhostel
Senior Corps
Score
Geezer.com
Art Age Publications

Senior Net

Content

Information on short trips of
five or six days
Foster grandparent and other
volunteer activities
Opportunities for retired executives
to counsel small businesses
Online market for elders to sell
handcrafted goods
Lists senior theatre groups, plays
for elder thespians, and other
information
Computer classes and information
for those over fifty
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Internet Address
www.elderhostel.org
WWW.seniorcorps.org

www.score.org
WWW. geezer.com

www.seniortheatre.com

www.seniornet.org
(800) 747-6848

The Assurance Services Alert CPA ElderCare Services is published
annually. As you encounter practice issues that you believe war
rant discussion in next year's Alert, please feel free to share them
with us. Any other comments that you have about the Alert
would also be greatly appreciated. You may e-mail those com
ments to jgould@aicpa.org or write to:
Julie Gould, CPA
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, N J 07311-3881
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